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L. F. GIBLIN : AN APPRECIATION* 


L. F. Giblin returned from World War I in the middle of 1919 
to take up the office of Government Statistician in Tasmania. He 
was then 46 years of age and had already lived a life of adventure, 
scholarship, politics and war that would have made him one of the 
distinguished men of his generation. He commenced a fresh career 
in 1919 first as Statistician, and afterwards as Research Economist, 
Adviser to Governments, member of the Commonwealth Bank Board, 
author of occasional papers and essays and of the classic history 
of the Commonwealth Bank, and above all as patient and wise 
counsellor to students and the young generation of economists and 
statisticians that was coming up in the pioneer days of economic 
study in the twenties and thirties. Giblin’s influence was pervasive. 
No man was more generous with his time and his massive intellect; 
none more sympathetic in drawing out the best in the young. 
He wrote much in notes and memoranda and in constructive criticism, 
but published little. He was fearless in exposing error and debunk- 
ing the pretentious, and indefatigable in the pursuit of truth for 
its own sake. He could be the most persuasive of men in a good 
cause, and was never failing in encouraging those in highly respon- 
sible office who sought his guidance on a difficult task. These 
qualities endeared him to a wide range of people and spread his 
influence in unexpected places. He sought no rewards and accepted 
no honours other than those that came to him for gallantry on the 
field of battle. ' 

This is not the place to dwell upon his wide range of activities, 
but it is in this background that we record here an appreciation 
of his work in the study of the Australian economy and its relation 
to political policy and administrative action. In these fields he 
was the master of his generation; rarely, if ever, has the economy 
of a country been subjected to such penetrating scrutiny as was 
the Australian economy in the years from 1927 to 1939. In all this 
work Giblin played a leading role and with his colleagues he 


*This article has been prepared under the guidance of Sir Douglas Copland with the 
help of a number of the late Professor Giblin’s old students and associates, especially Dr. 
Roland Wilson and Messrs. J. M. Garland, F. H. Wheeler, H. P. Brown and K. M. Archer. 
A volume of essays in memory of Professor Giblin is now under preparation and will be 
published by the Economic Society and edited by Sir Douglas Copland.—( Editor) 
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devised a technique of analysis that amounted to a distinctive con- 
tribution to economic literature. The establishment of The Economic 
Record in November 1925 provided a suitable channel for publica- 
tion and controversy and the journal was quick to gain an accepted 
position in periodicals on economics. 

The problems to which Giblin contributed covered practically 
all the central problems of the Australian economy in the period 
of his actual work. They included some original work on State 
and Federal financial relations and on the concept and measure- 
ment of taxable capacity, the development of official statistics in 
Tasmania and in the Commonwealth, the first statement of the 
multiplier in economic analysis, the measurement of the costs of 
the tariff and their distribution and the important distinction be- 
tween sheltered and unsheltered production, the spreading of the 
losses of depression and the difference between the real and monetary 
losses, the device of special accounts of the trading banks with 
the Commonwealth Bank as a means of checking inflation in the 
war economy, and the general organization of a war economy. In 
all of these matters Giblin played a leading part, more often than 
not the leading part, either as an individual worker exploring new 
paths in statistics and economic analysis, or as a member or chair- 
man of groups set up to devise a solution of a particular problem. 

Giblin as Statistician. Returning from distinguished service in 
World War I, Giblin was appointed Government Statistician of 
Tasmania on lst December, 1919. Nearly thirty years later, in a 
private note on the necessity for proper interpretation of statistics in 
the press and through other media, and the Statistician’s responsibility 
in the matter, Giblin wrote: 


‘‘The Statistician’s prime business is to provide the material 
necessary for the making and carrying out of Government 
policy. Complementary to this is the job of providing the 
public with enough information to enable it to make some judg- 
ment on matters submitted to the electorate.’’ 

This epitomizes Giblin’s work as a Statistician. He threw 
light in darkened places and in so doing collected, collated and 
presented facts in such a way that those who wished could draw 
correct conclusions, whilst he himself was never averse to inter- 
preting objectively these same facts in his own lucid way for Cabinet 
guidance, for business executives or to inform the mind of plain 
John Smith. 

When Giblin assumed office in Tasmania the function of 
Registrar-General was divorced from that of Statistician, and he had 
a staff of three officers. When he resigned on 28th February, 1929, 
to become the first Ritchie Professor of Economies at the University 
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of Melbourne, the establishment had grown to a strength of twelve 
officers. During those nine years he had built up the reputation 
of the office considerably, and had revitalized and expanded almost 
every statistical collection undertaken. 

He instituted the first collection of Interstate Trade Statistics 
in Tasmania and in so doing appointed and paid for the services 
of an additional clerk for a period of nine months because the 
Public Service Commissioner would not approve the additional 
establishment. The establishment of such a statistical tabulation 
would be far from easy to-day, but thirty years ago it was a mam- 
moth task. 

Primary production (and fruit growing in particular) was 
always dear to Giblin’s heart and it must have given him much 
personal satisfaction to initiate annual forecasts of yields of the 
principal Tasmanian crops and of apples and pears. Sampling 
techniques were not extensively practised in Australia in those 
days; yet year after year from a collection of the forecasted yields 
of a small number of representative growers (approximately 500 
farmers and 300 orchardists) forecasts of the total area under crop 
and estimated production were prepared and published. Final 
totals tabulated months later rarely differed by more than 2 per cent 
from the forecasts and, looking back on this in the light of modern 
techniques, I feel convinced that the final vetting and corrections 
for bias by ‘‘the Major’’ (as he was affectionately known to the 
staff, against his own inclination) must have had more than a little 
to do with these remarkable results. It should be pointed out that 
in this period the only mechanical aid in the office was a Fuller’s 
slide rule on which each succeeding junior had to serve six 
months’ apprenticeship before being given the right to practise solo. 

With defective filing systems it is not always possible, after 
thirty years, to credit one person with an original idea, but it may 
be confidently stated that Giblin was one of the main protagonists, 
if not the originator, of the idea of a unified statistical system for 
Australia. He took a leading part in the Conference of Statisticians 
called to discuss proposals for this purpose in October 1923, and 
in 1924 initiated the approach by the State which led to the transfer 
agreement between the Commonwealth and Tasmania. Tasmania 
thus became the first and, to date, the only State to link its statis- 
tical functions with those of the Commonwealth. 

From April 1931 to December 1932 Giblin acted as Common- 
wealth Statistician during the illness of C. H. Wickens. In this 
period he was responsible for completing the plans for the 1933 
Census which had been deferred from 1931 because of the depression. 
In 1931 he revised the formula for deriving the rate of Income Tax 
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to a much simpler form, and this was the first major revision in 
the formula since 1915. However, his greatest achievement in 
this short interlude was in persuading the government of the day 
that the Bureau should add a nucleus of trained economists to 
its staff, competent to advise the Treasury on economic policy. The 
first economist appointed under this arrangement later became 
Commonwealth Statistician and is at present Secretary to the 
Treasury. He had already in Tasmania recruited a staff of able 
young matriculants whom he encouraged to study mathematics and 
economics. ‘‘Giblin’s Boys’’ now occupy many senior posts in 
Australian statistical services. 

Federal Finance and Taxable Capacity. The first formal ex- 
pression of Giblin’s approach to the problems of finance in a 
federation is contained in his presidential address to Section G of 
the A.A.A.S. in 1926. He had previously: worked on the problem 
in considering the disabilities of Tasmania under federation. He 
introduced his paper with the quotation, ‘‘The necessities of a 
nation, in every stage of its existence, will be found at least equal 
to its resoureces’’. This would seem to have been the background 
of his thinking during the years in which he was intimately asso- 
ciated with the development of a system of financial adjustments 
within the Australian federation. The ideas which he developed 
as an advocate for Tasmania, he was later to have the opportunity 
of putting into effect as a member of the Commonwealth Grants 
Commission. ; 

Tasmania had been forced to apply for special assistance from 
the Commonwealth as soon as the ‘‘book-keeping’’ period ended in 
1910, and an annual grant of some £90,000 for ten years was made, 
followed by a series of rather arbitrary grants, determined on 
various grounds by various authorities. By 1924 Giblin came to 
the conclusion that Tasmania’s difficulties lay in a lower level of 
material resources and average income than in the other States, 
and he developed the index of relative taxable capacity as a measure 
of that inferiority. 

In considering a proper basis for grants, his emphasis was 
entirely on relative government needs. Meanwhile a number of 
concepts had to be cleared away. First was the view that per 
capita should be a sufficient principle in a federation. Giblin dis- 
posed of this in his 1926 address largely by pointing out that the 
needs of the Commonwealth Government itself were met by the 
people of each State not on a per capita basis but according to 
taxable capacity, while the 25/- per head grant was being returned 
on a population basis. This, as he said, made ‘‘an adjusting factor 
of the greatest nicety’’. 
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The Commonwealth (and, indeed, the States) were slow to 
accept any needs basis for special grants and adhered to the view 
that payments should only be made for disabilities actually suffered 
by the States as a direct result of federation and Commonwealth 
policy. Giblin’s attack on this position followed three lines. First 
was the impossibility of measuring disabilities. He applied the 
studies of the cost of the tariff to Tasmania to show that, among 
other things, the effect on population growth was strictly relevant 
and that this could neither be measured in money terms nor offset 
by special grants. Secondly, he argued that it was impossible to 
separate disabilities arising from federation from natural disabilities 
and that both were equally relevant in assessing the needs of the 
States in the governmental sphere. Thirdly he showed that an 
allocation of Commonwealth receipts and expenditure between the 
States could not be taken as a partial measure of net benefits or 
disabilities since the standards of the federation as a whole were 
necessarily higher than those appropriate to the weaker members. 

The principles of the Commonwealth Grants Commission, as 
finally adopted in its Third Report (1936) are to be found almost 
fully fledged in Giblin’s appendix to The Case for Tasmania, 1930. 
“No question of remedying disabilities . . . only for supplying 
the urgent necessities of the State Treasury . . . ascertained from 
an examination of the Treasury position. Any State requiring help 
should . . . be taxing with considerably greater severity . . . not 
attempting social provision on a more generous scale . . . cost of 
administration below average . . . moderation and caution in loan 
expenditure’’. Finally he recommended the appointment of a 
part-time board of three with a permanent secretary—‘‘a business 
man, an economist, and a man conversant with public finance and 
statistics’’. Three years later, when such a commission was finally 
appointed (with Giblin as a member), its composition was almost 
exactly as he had recommended and he soon persuaded it to accept 
his basic approach as, in due course, did the Commonwealth and 
the States, though not without some regretful backward glances at 
“disabilities ’’. 

The main technical interest in Giblin’s work in federal finan- 
cial relations lies in his concepts of taxable capacity and severity 
of taxation. 

His index of taxable capacity was the first attempt in Australia 
to measure relative income per head between the States. Starting 
from Commonwealth income tax collections per head, Giblin deduced 
that tax varied roughly with the square of income. Hence by 
taking the square root of the index of capacity and combining it 
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with an index of nominal wages to represent lower incomes, he 
obtained a workable and simple index of income per head. 

His measurement of severity of taxation sprang from the 
realization that an index of capacity divided into an index of 
actual collections provided an indirect measure preferable to that 
which would be obtained by the direct measure of applying ordinary 
index number techniques to the actual rates imposed by each type 
of existing tax. He adopted this method not only on practical 
grounds but also on the principle that the real burden of taxation 
could only be measured by comparing what was actually paid with 
ability to pay. His elaboration of the measurement of severity 
of taxation showed an outstanding facility in index number tech- 
nique and his contribution in this field has not yet been fully 
recognized. 

The Multiplier. In 1928 the Development and Migration Com- 
mission, charged with the responsibility of making recommenda- 
tions for the expenditure of £34m. over ten years under the 1923 
Migration Agreement with the United Kingdom, was facing the 
problem of a new railway that the Victorian Government wished 
to build in order to open some new wheat lands in the Mallee—the 
Nowingi railway. Copland was advising the Commission on this 
project. It was clear that the traffic on the railway would not be 
sufficient to meet debt charges, but it was not clear that the building 
of the railway would be an uneconomic proposition for the economy 
as a whole. The addition of, say, £lm. in exports of wheat to the 
national income would result in other and indirect additions to 
the national income. The new wheat farmers would spend their 
incomes in a certain proportion on local and imported goods and 
on such tertiary services as education, health services and transport, 
so that the total national income would be greater than the original 
addition of the income from wheat. Since it was important to 
absorb migrants under the arrangement with the United Kingdon, 
it would not be wise to reject the proposal to construct the railway 
merely because it was not likely that the inward and outward traffic 
on account of wheat would not provide sufficient income to service 
the debt. The indirect additions to spending might provide sufficient 
income to enable population to be absorbed at a reasonable standard 
of living and also to subsidize the railway. That would’ be partly 
a matter of public policy, and partly a matter of how great would 
be the total addition to national income. Copland was aware of 
these considerations, but was unable to state the problem precisely 
in terms of the effect on national income as a whole. He took this 
problem to Giblin who produced the first formula of the multiplier. 
This statement of the multiplier was to be very important im 
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considering the loss of income in the circumstances of Australia in 
1930, and the principle of the multiplier was stated for these con- 
ditions by Giblin in his Inaugural Lecture at the University of 
Melbourne on April 30th, 1930. But it had been stated by him in 
1928 in the opposite conditions postulated in the case of the Nowingi 
railway. In that case Giblin found that the average expenditure 
of income was one-third on imported and exportable goods and two- 
thirds on non-exportable goods and services. So that on the first 
impact an addition of £900 to income would create a demand for 
another £600 of goods and services. This in turn would be dis- 
tributed in the same proportion, so that it would result in another 
£400 addition to demand for goods and services, and so on. The 
result was an infinite series yielding a multiplier of 3. Giblin did not 
apply his analysis to investment, and his multiplier was a partial 
expression of the final statement of the concept. But he may claim 
to have been among the first in the field on this important aspect 
of economic analysis, and his work was to have significant influence 
on the thinking of Australian economists for the next decade. It was 
in part responsible for the peculiar contribution of the Australian 
economists to the problems of the depression in which he himself 
played a leading role. 

The Tariff and Unsheltered Production. But before considering 
this, another field of economic analysis must be reviewed. In the 
late twenties there was much criticism of the impact of the tariff 
on primary industry, and the extension of the tariff to some of the 
primary industries themselves. The Prime Minister of the day 
referred this problem to a committee of five, Wickens, Giblin, 
Dyason, Copland and Brigden. There had been some discussion 
in the pages of The Economic Record, notably an article by Brigden 
in the first issue and a subsequent controversy between him and 
Benham. Brigden had produced the thesis that it was economical 
to support by a tariff industries subject to increasing returns, but 
uneconomical to extend the tariff to industries subject to decreasing 
returns. The Committee examined and on the whole endorsed this 
thesis, but only after a great deal of discussion and careful analysis, 
including some highly ingenious statistical measurement. It was in 
this last-mentioned field that Giblin made a distinctive contribution 
not only to the work of the committee, but also to the understanding 
of the Australian economy. The question was one of measuring the 
costs of the tariff, tracing their distribution throughout the economy 
and assessing their total effects on national income, the volume 
of employment and the standard of living. 

This was a problem dear to Giblin’s heart, and he has given 
his own account of it in the Joseph Fisher Lecture delivered in the 
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University of Adelaide in 1936. It was in this work that he developed 
the distinction between sheltered and unsheltered production, a 
distinction that was to colour economic thinking in Australia till 
World War II, and greatly to influence official policy. It has gone 
out of fashion now, but it may be doubted whether economic analysis 
is any the better for ignoring it. It was not merely a question of 
stating the problem in theoretical terms, and no one was more lucid 
at that than Giblin. The relative proportions of sheltered and 
unsheltered production had to be estimated, so had the costs of 
the tariff, and the distribution of these costs to be traced in their 
effects on the two categories of production. This was statistical 
work of the highest quality, and it may well be regarded as the most 
comprehensive investigation of its kind ever undertaken in Aus. 
tralia. The original mind in this was Giblin, though he was greatly 
assisted by his colleagues, especially Wickens and Dyason in their 
respective spheres. Unsheltered production was unable to pass on 
costs because it was either export production or production com- 
peting with imports; in both cases the limiting factor in price was 
the world market. Sheltered production (including protected pro- 
duction to the limit of the tariff) could ‘eventually raise prices in 
a buoyant market, and that was true of the conditions of the 
twenties; so that inefficient production operating behind a tariff 
barrier imposed costs on and impeded the development of unshel- 
tered production, mainly export production. But this production 
had its own limits to expansion on the margin of cultivation as 
costs rose. Inside that margin the higher costs due to protection 
fell on land: values (Brigden’s argument), and if it was desired to 
expand population some degree of protection was justifiable. 
The net effect was to have a larger population under the tariff 
though at a lower standard of living per- head than the smaller 
population permissible under free trade. The analysis of the costs 
and their distribution, however, showed that there were limits to 
the level of tariff that was economical, given the objective of pro- 
moting the maximum population growth. Giblin made a distinctive 
contribution to this problem and his analysis embodied in the 
Report of the Committee, published as The Australian Tariff: an 
Economic Enquiry was to have a decisive influence on tariff policy 
until 1936 when the now forgotten trade diversion policy was intro 
duced to protect British trade from the inroads of Japanese and 
American competition in the Australian market. Giblin was to 
say of the trade diversion policy in his Adelaide lecture: ‘‘One can 
only hope that its operation will be carried out with quietly diminish- 
ing vigour until in a year or two it will pass into deserved oblivion. 
Failing that, one can only be reminded of the old Euripidean tag, 
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more familiar in its Latin form: Quem Jupiter vult perdere, 
dementat prius.’’ 

John Smith and the Depression. This work on the multiplier 
and on the distribution of costs throughout the economy was to 
have important effects on the discussions and writings of the Aus- 
tralian economists in the difficult days that were ushered in by 
the fall in wool prices in August 1929. The first expression of 
this came from Brigden who made a pronouncement after the 
opening of the sales that national income would fall by £60m. That 
was the immediate and direct effect of the lower price for wool. 
But this was soon to be added to by the cessation of overseas borrow- 
ing, and by the repercussions of these direct reductions in income 
on the economy as a whole, the multiplier in reverse. Giblin had 
one streak of orthodoxy. He had to be converted to Copland’s 
argument concerning the virtues of a depreciation of the currency 
as one of the weapons to be used in meeting this holocaust. Apart 
from that he was again in the van, reminiscent of the days when 
as an English international Rugby player he pioneered the open 
forward game. This time he came into the market place, as it 
were, and in a series of letters to John Smith published in the 
Melbourne Herald in July 1930. he explained in words of one 
syllable what the crisis was about. There has been no writing on 
economics in Australia before or since quite like the Letters to 
John Smith. In them Giblin sought to persuade people that the 
adjustments required to meet the conditions of depression made 
some reduction in wages inevitable, whether by the existence of 
unemployment, or by an all-round reduction in money wages. The 
Ietters contained a gentle discourse on national income, the place 
of profits and saving in the economy, the importance of costs and 
productivity, and the now familiar argument concerning the dis- 
tribution of costs throughout the economy and their impact on 
the unsheltered industries. 

For the next twelve months in a rapidly deteriorating economic 
situation a group of economists was busy trying to persuade govern- 
ments and people that it was important to recognize the loss of 
income, to differentiate between the real and money loss, and to 
adopt measures by which the loss could be spread equitably 
throughout the economy and among the several groups of workers 
and producers. Here again Giblin’s influence in thinking out the 
approach was predominant, and he was a member of the Committee 
of Economists and Under-Treasurers that advised the Loan Council 
in May-June 1931 and formulated the Premiers’ Plan. The story 
is told in Copland’s Australia and the World Crisis, and it is to 
Giblin’s credit that when the adjustments had been carried through 
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in August 1931 he was, with Dyason, pressing for rapid credit ex. 
pansion and public works to relieve unemployment at a time when 
many of his colleagues were either inarticulate, or opposed to an 
expansionist policy. 

The Financial and Economic Committee during the War. Early 
in 1939, Giblin, by then sixty-six years of age, opened the last 
phase of the career he commenced in 1919. Although largely lost 
in the anonymity of official files and known only to those who had 
the privilege of direct association with him, his work in this phase 
may well be accounted one of his greatest services to the community. 

Faced with the growing inevitability of war, and the prospect 
of a host of difficult and largely unpredictable economic and finan- 
cial problems, the Prime Minister established informally the Advisory 
Committee on Financial and Economic Policy and called upon 
Giblin to act as Chairman. Thus, even before the outbreak of 
hostilities, Giblin was right in the vortex of policy making and 
giving wise and ever-ready counsel. He was the obvious choice. 
His intellectual stature, his maturity of judgment, his richness of 
experience, his unrivalled breadth of vision and his profound know- 
ledge of the Australian economy made him uniquely fitted for the 
role of senior economic adviser to the Government. 

At that time, it was assumed that Japan would be in the im- 
pending war from the beginning, and Giblin and his Committee 
devoted considerable attention to the possible consequences of an 
almost complete stoppage of seaborne trade. On the actual out- 
break of war in September 1939, the Committee was reconstituted 
on a more formal basis and Giblin took up residence in Canberra. 
Its members comprised Brigden, Copland, Melville and Wilson. At 
later stages, Coombs, Mills, and Sir Harry Brown joined it and 
several others were, as necessary, co-opted to serve on it. The de- 
mands on the services of the Committee multiplied rapidly and, 
operating under the control of the Treasurer, Giblin and his fellow- 
members were soon examining problems relating to every aspect of 
a war-time economy—from the balance of payments to incentives 
to saving, and from the conservation of manpower to cash order 
activities. 

The Committee on Sea-borne Trade and import licensing sprang 
from its first labours. Plans for control of building, for the Depart- 
ments of Labour and National Service, and War Organization of 
Industry soon followed, reflecting the accent which Giblin, in par- 
ticular, placed on the basie ‘‘resources’’ problems of an economy 
organizing for war. 

With the complementary financial problems the influence of 
Giblin and his Committee is less readily discernible, but no less 
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real. There was hardly a major financial measure of the time to 
which he did not contribute in some measure. For example, his 
early efforts on the compulsory loan plan proposal were an attempt to 
find the solution to the problems that Uniform Tax was later designed 
to meet. In the field of monetary policy also he was anticipating 
major problems of the future and working out solutions for them; 
as early as 1940, for instance, one of his memoranda to the Com- 
mittee gives a foretaste of the Special Accounts system which was 
later to emerge. 

Giblin was, in fact, the architect of the arrangement made in 
1941 whereby the trading banks were required to maintain special 
deposits with the Commonwealth Bank and control was established 
over policy on advances and profits in order to check the war-time 
inflationary trends. At first the banks entered into an agreement 
with the Government to carry out the new policy, but later regula- 
tions embodying these provisions were gazetted in 1941 after the 
Curtin Government took office. In 1945 they became the central 
feature of the Banking Act. 

In 1947, when he was leaving Canberra for his orchard in Tas- 
mania, Giblin summed up the work of the Committee in the following 
words which are revealing of the general nature of the contribution 
he continuously made :— 


‘‘The Committee understood that its job was to look ahead 
for the difficulties and dangers that were likely to beset our 
economy as resources were increasingly diverted to war pur- 
poses and as a consequence of that diversion; to suggest pre- 
cautions and remedies so far as possible; and in particular 
to do what was possible to prevent the losses and frustrations 
which were likely to occur when diverse new war-time activities 
were carried out in watertight compartments’’. 


By 1943 the Committee as such had ceased to meet at all fre- 
quently. The general principles of a war economy had been estab- 
lished and it was becoming increasingly difficult to assemble the 
members because of their growing administrative responsibilities, 
‘any of which had been first mooted in the Committee’s discussions. 
Giblin, however, remained free of extraneous responsibilities, and, if 
that were possible, increased his efforts to provide a synoptic view 
on all problems of moment. At this later stage his attention was 
turning more and more to the issues of post-war reconstruction 
both at home and overseas. Such topics as sterling balances, Article 
VII (and all that it implied), employment policies and land values 
featured increasingly in his personal discussions and in the constant 
flow of memoranda of analysis and comment which came from him. 
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The examples of the problems on which Giblin worked during 
the war period and immediately after give no more than a small 
indication of his contributions. The enormous scope and wide 
variety of economic activity by governments in war-time, together 
with the inevitably diffuse nature of governmental work, make it 
impossible to isolate and record the full measure of his personal 
achievement. Apart from this, it was characteristic: of Giblin that 
such a large part of what he did was by way of informal and 
kindly comment, persuasion and encouragement. 

Giblin and The Bank. Giblin joined the Commonwealth Bank 
Board in October, 1935, and remained a member during the following 
seven years. These were crowded years for the policy-makers of 
the Bank, particularly towards the end of the period, when special 
problems of banking policy had to be faced in organizing the 
economy to meet the threat of war, and Giblin played an active 
part in helping to make the policies. 

Giblin’s approach to banking, as to most economic questions, 
was essentially one of common sense, mediating between a broad 
understanding of national objectives—‘‘the highest common factor 
of the policies of alternative governments’’ was one of his phrases-- 
and a hard sense of realities and quantities. He was a conservative 
in the sense that he subscribed to our basic national traditions—in 
spite of his individual qualities, Giblin shared most Australian 
opinions and prejudices—but radical in the sense that he was quite 
willing to examine accepted traditions and always reluctant to 
ignore anything novel or unorthodox. On the Bank Board his 
views were progressive and influential, combined a ripe wisdom with 
a critical judgment, and were expressed with a logical persistence 
(which was one of his strongest qualities) and with a characteristic 
deliberation (for which his pipe was a useful instrument). The 
views he held can be inferred from the evidence he gave to the 
Banking Commission, and the history he wrote of the Bank describ- 
ing its development from 1924-1945. 

In the evidence which Giblin gave to the Banking Commission 
(Minutes of Evidence, Vol. 2, page 13841), there are some revealing 
comments. In Australia, he thinks, high real income, moderately 
even distribution of it, and an increasing population would be 
accepted by nearly everyone as the material objective of national 
policy. He holds that monetary policy is too technical for popular 
discussion. He believes in the positive value to our economy of a 
stable exchange rate. He mentions some considerations which would 
influence him in deciding the extent to which the Australian cur- 
reney should be depreciated if export prices fell seriously. In the 
event of real disaster, it would be idle to attempt to maintain the 
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old prosperity for the community as a whole by any depreciation 
of the currency. Depreciation spreads the loss, but it would be 
unwise to carry the exchange movement so far as to preserve intact 
the real income of the export industries. In-the event of a tremen- 
dous rise in world prices everywhere, he would see no objection to 
appreciating the exchange; in fact, he would say that is one of the 
occasions when we ought to move our exchange. rate, even past 
sterling. 


The Growth of a Central Bank was a formidable task for a 
man of 75 years of age. By itself, a detailed survey of the history 
of the Bank would have been difficult enough. Much of the infor- 
mation was scattered and incomplete; the reasons for many decisions 
and actions had become obscure with the passage of time; and to 
smelt down the great mass of detail into a running narrative called 
for judgment and patience of the highest order. But Giblin’s 
story is much more than a mere record of events within the walls 
of the Commonwealth Bank. He gave the story life and colour 
by setting it against an economic and social background, and by 
sketching in—sometimes with an oblique line or an abbreviated 
twist—the important people and political issues of the time. His 
book is a valuable contribution to general historical and economic 
research in Australia, as well as an outstanding Central Bank 
history which ranks him with Clapham, who was a fellow Kingsman 
with a deep admiration for Giblin. Like Clapham, too, Giblin does 
not try to keep his history to the larger issues, although there is 
one general conclusion which should be quoted. In his epilogue 
Giblin referred to the problems of modern government which have 
become too complicated for any but the most general supervision 
by Parliament, and Ministers, and commented: 


“One escape is to throw decision more and more into the 
hands of the permanent public servant; and in spite of the 
popular clamour against ‘bureaucracy’, this devolution is often 
necessary and wise. The other escape is through the setting up 
of Boards and Commissions, which are given a task in broad 
terms and left free to carry it out and be judged by the results. 
Much experiment in this procedure is required before its use- 
fulness can be properly judged. The Bank Board was an 
interesting experiment of this kind which was stopped before 
its final achievement could be properly appraised.’’ 


But Giblin usually rather distrusted general conclusions, and 
always preferred to walk over the ground he had to cover. No path 
with even a hint of interest was too narrow to follow, no effort was 
too prolonged in digging for figures. He was always unwilling to 
accept records at their face value, and wherever possible endeavoured 
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to verify and seek out other points of view. Not all of this appeared 
in the book. It was used to build a solid foundation of ascertained 
facts, and gave substance to his judgments and a sense of close 
participation in events. But what chiefly distinguished the book 
is the conviction it carried both of Giblin’s wisdom and sympathy 
and of his high technical abilities. He wrote a terse workmanlike 
prose, with an individual flavour, unadorned except for a few dry 
phrases, and spared no pains to reach simplicity and clarity. What 
he wrote is a good book and like all good books is a mirror of the 
mind of the man who wrote it. 

Vale. This article is a composite effort, presenting but the 
bare bones of the contributions of this remarkable man to the study 
of the Australian economy and to the formulation of economic policy 
over a period of more than thirty years. The individual contri- 
butions are published largely as they were written. The discerning 
reader may be able to distinguish them, but what stands out as 
common to them all is the recognition of Giblin’s quality of mind, 
his generous devotion to the task at hand and his unassuming 
leadership among old and young alike. It was not only the econo- 
mists as such who acknowledged his pre-eminence. Ministers, poli- 
ticians, heads of departments (surely a sign of virtue), leaders in 
industry and agriculture, trade unionists, all respected his judg- 
ment and treasured his memory. He would not be regarded as a 
highly qualified economist in a purely technical sense. Yet anyone 
who now reads his picture of the post-war labour situation in Aus- 
tralia as presented in one of his rare articles, ‘‘Reconstruction: A 
Pisgah View’’ (The Australian Quarterly, September 1943) may 
ponder whether all the technical proficiency in economic theory can 
ever replace sound judgment, wide experience and inherent wisdom 
as the qualities that make for good counsel in matters economic. It 
was these qualities that gave Giblin his place in Australian economics 
and made his name a legend. 


Mens cuiusque is est quisque. 
The Australian National Umversity. 
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Letters to John Smith, Melbourne Herald, 1930. 

Some Economic Effects of the Australian Tariff; The Joseph Fisher 
Lecture in the University of Adelaide, 1936. 

The Australian Tariff: An Economic Inquiry (with others). (Mel- 
bourne University Press, 1929.) 

Some Costs of Marketing Control, The Economic Record, Supplement, 
February, 1928. 

Farm Production and the Depression, The Economic Record, Supple- 
ment, March, 1935. 

Marketing and the Constitution (with K. H. Bailey). The Economic 
Record, December, 1936. 

Australia’s National Income—Grumbles and Queries, The Economic 
Record, June, 1939. 

The Growth of a Central Bank. (Melbourne University Press, 1951.) 

In addition there are many notes and reviews in The Economic Record. 

—e A Pisgah View, The Australian Quarterly, Septem- 
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THE NEEDS OF THE WORKER 


I. The Level of Money Wage Rates: 


(a) The ‘Needs Basis’ and the Basic Wage. 
(b) Criticism of the ‘Needs Basis’. 

(c) The Court’s Position. 

(d) Child Endowment. 

(e) Fluctuating Prices. 


II. Female Wage Rates. 
III. Wage Rates in Different Localities. 

The standard of living of a wage-earner and his family has 
been invoked in connection with several aspects of the fixation of 
wages by Australian industrial tribunals. This article attempts to 
examine the relevance of living standards for this purpose, first in 
relation to the determination of the general level of money wages, 
and then in relation to wage differentials between the sexes and 
between localities. 


+ 


The idea of a minimum wage to be enforced by the State was 
developed in the nineteenth century with a view to preventing the 
extremes of poverty then encountered in depressed or poorly- 
organized trades. In most cases it was urged that the amount of 
the minimum should be calculated by reference to the requirements 
of a man and his family. Though at first sight a reasonable 
approach, in practice it encountered serious difficulties. The standard 
of living adopted for one group of wage-earners could not be very 
substantially inferior to that enjoyed by others. If a family unit 
equal in number to the average of male wage-earners’ dependants 
was adopted, thus averaging total dependants over both single and 
married men, the plight of those suffering the greatest hardship, 
namely the large families, seemed to be neglected. To adopt the 
average family of married wage-earners resulted in a wage higher 
than that paid in prosperous trades. This dilemma was responsible 
for writers such as Eleanor Rathbone! espousing family endowment, 
rather than a minimum wage, as a means of relieving extreme 
poverty. 

(a) The ‘‘Needs Basis’’ and, the Basic Wage. Early statements 
of the principles to be followed by Australian industrial tribunals 
in fixing minimum wage rates clearly owed a great deal to these dis- 
cussions of national minimum rates, and almost without exception 
embraced some concept of a living wage. The best known, and most 


1. See The Disinherited Family (Edward Arnold, London, 1924); and The Ethics and 
Economics of Family Endowment (The Epworth Press, London, 1927). 


204 





r has 
m of 
ts to 
st in 
Tages, 

and 


g the 
orly- 
nt of 
nents 
nable 
idard 
very 
unit 
dants 
2 and 
iship, 
t the 
igher 
nsible 
ment, 
treme 


ments 
yunals 
e dis- 
»ption 
most 


ics and 





NOV., 1952 THE NEEDS OF THE WORKER 205 


influential, of the judicial pronouncements was that of Mr. Justice 
Higgins, President of the Commonwealth Court of Conciliation and 
Arbitration? from 1907 to 1921. For the lowest paid of the wage- 
earners governed by his awards, Higgins fixed a rate avowedly based 
on a criterion set out in the so-called Harvester judgment: 

“‘T cannot think of any other standard appropriate than the 
normal needs of the average employee, regarded as a human being 
living in a civilized community.’ 

From this formula was derived the term ‘‘needs basis’’, com- 
monly used in Australian discussions of the relationship between 
the wage of the lowest-paid worker and the requirements of a 
worker and his family. 

The difficulties encountered in applying the concepts derived 
from the idea of a minimum wage to the task undertaken by Aus- 
tralian tribunals arise from the fact that this task is the settling of 
industrial disputes,4 and not the elimination of sweating. Australian 
tribunals have always specified minimum rates for skilled as well 
as unskilled workers, deriving the rates payable to the former by 
adding a ‘‘margin’’ to the ‘‘basic wage.’’> The basic wage became a 
“foundational’’ element in the wage structure, alteration of which 
affected the level of money wage rates throughout the economy. It 
is true that a floor wag set to wage rates payable to workers governed 
by awards of the tribunals. Yet this feature of wage regulation, 
while possibly important for the relative wages of poorly-organized 
workers,© became merely incidental to the determination of the 
general level of money wage rates. 

The concept of the needs of the wage-earner and his family 
involved difficulties enough when used to determine a minimum 
wage aimed at improving the lot of sweated workers. It will be 
shown that these difficulties are even more serious when the concept 
is applied to the task undertaken by Australian tribunals. Yet 
advocacy of the living wage as a criterion by which to fix the basic 
wage has outlived Mr. Justice Higgins. 

2. Referred to as ‘the Court’ in the following pages. Similar criteria have been enun- 
ciated from time to time either in Acts of State Parliaments, or in the pronouncements 
of tribunals set up by these Parliaments. With respect to the basic wage and hours of 
work, the development of these tribunals has been very similar to that of the Court. In 
recent years, the awards of State tribunals have in these respects been identical with 


those of the Court, except that the Queensland and Western Australian tribunals have 
specified a slightly higher basic wage. 

8. Commonwealth Arbitration Reports, Volume 2, page 3. Henceforth, references to 
these reports are given in the form 2 CAR p. 3. 

4. This statement is not formally true of the Victorian and Tasmanian Wages Boards. 
In practice, however, there is much less divergence from the Court system existing else- 
where than appears to be the case from a comparison of the formal structure of the two 
types of tribunal., In any case, the Boards have tended to follow the lead of the Common- 
wealth Court in the aspects dealt with in this article. 

. That is, the minimum wage payable to the wage-earner unable to claim a margin. 

term seems to have been used for the first time in a judgment by Higgins in 1911. 
See 5 CAR p. 14. 

6. No study appears to have been made of the relationship of wage rates in industries 
governed by awards of the Court to those payable in the rest of the economy. These would, 
almost without exception over the past twenty years, have been covered by awards of State 


tribunals, so that a comparison of the rates laid down by the Court and State tribunals 
is involved. 
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As has often been pointed out, an examination of Higgins’ own 
pronouncements and practice reveals that ‘‘the normal needs of the 
average employee’’ did not determine the minimum wage rate that 
he laid down. For example, in the period of rising prices before 
and during the first World War, he showed some reluctance to 
raise money wages sufficiently rapidly to maintain the real wage 
Perusal of his early judgments under the Conciliation and Arbitra- 
tion Act® shows that he did not at first claim that needs alone could 
determine the basic wage: 


‘*But there are other matters to consider besides the wants, even 
the reasonable wants, of the employees. Can the industry pay the 
wages asked ?’’? 


‘*But so far I have looked at the matter from the point of view 
of the operator only. What about the conditions of the trade, the posi- 


tion of the manufacturers, the pressure of foreign competition, the 
possibility of a formidable increase in prices to the public ?’’!® 


In later years, however, he said: 

‘‘The basic wage which I found in 1907 was the result of the 
selected and sifted evidence of thrifty and careful housekeeping 
women whose husbands were wage-earners. . . . When these wit- 
nesses came, without notes or preparation, they showed, each in her 
own artless fashion, how every shilling, almost every penny, was ear- 
marked for some necessary family commodity.’’" 

Reference to the Harvester judgment shows clearly that he 
arrived at his figure of 7/ per day by ascertaining what was being 
paid by ‘‘publie bodies which do not aim at profit, but which are 
responsible to electors for economy’’.!? If his ‘‘careful housekeeping 
women’’ showed anything (there were nine of them, ‘‘ without notes 
or preparation’’), it was how the wage received was spent. 

In the brief depression of 1921-2 the relationship of the wage 
rate to the level of prices, profits and employment received some 
attention, while in the basic wage inquiries of 1930-4 it was given 
full recognition in the ‘‘new”’ criterion of capacity to pay. However 
the ‘‘needs basis’’ was not supplanted, as Judges continued to refer 
to both criteria. Interpretation of these references presents some 
difficulty, but it appears that an opinion would be formed as to 
the standard of living considered desirable, this figure being re 
vised downward in the event of incapacity of industry to pay it. Such 
a view would appear to have been one reason, though only a sub- 
sidiary one, for Mr. Justice Kelly’s minority judgment rejecting 
the union claims for a higher basic wage in the 1949-50 Basic Wage 


7. See below, I (e). 
8. 


The Harvester judgment arose under the Excise Tariff Act 1906. 
9. 2 CAR p. 64. 

10. 4 CAR p. 11. 

11. 10 CAR. p. 479. 

12. 2 CAR. p. 5. 
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Inquiry. And in the course of this Inquiry, Mr. Justice Kelly sug- 
gested that the division of jurisdiction between the Court and the 
Conciliation Commissioners necessitated a return to the ‘“‘needs 
basis’. On the other hand, in this same Inquiry Mr. Justice Foster 
recognized the ambiguity and vagueness of the concept, and said: 

‘‘Tt is my view that this Court has long since abandoned ‘needs’ 
as the basis.’’!4 

Further evidence that the ‘‘needs basis’’ is by no means a thing 
of the past in the proceedings of the Court was provided by both 
unions and employers in the 1949-50 Inquiry. The unions claimed: 

‘“‘That the Basic Wage should be an amount necessary to meet 
the actual costs of living of a family of five.’’!5 

Employer representatives, precluded by the current boom from 
pleading incapacity to pay, urged the adoption of a basic wage 
based on the needs of a wage-earner with a wife and 0.81 of a child, 
this being the average number of children dependent upon adult 


’ male wage and salary earners at the 1947 Census. 


(b) Criticism of the ‘‘Needs Basis’’. It is not surprising that 
Mr. Justice Higgins did not in fact use the needs criterion to deter- 
mine the basic wage, nor that precise interpretation of subsequent 
references to it is so difficult. The first and most obvious difficulty 
is to give any reasonably objective meaning to the term ‘‘needs’’. 
With a predetermined standard of comfort, and a given number 
of people to be provided for, it is possible to draw up a list of 
commodities that will, over a given period, furnish approximately 
that standard. If in addition the prices of these commodities are 
ascertained, the amount per period necessary to purchase them can 
be stated. 

This was in fact one of the tasks of the Royal Commission 
appointed by the Hughes Government in December, 1919: 

‘“‘To inquire into the actual cost of living at the present time, 
according to reasonable standards of comfort, including all matters 
comprised in the ordinary expenditure of a household, for a man 
with a wife and three children under fourteen years of age.’’6 

The Royal Commission produced a figure for each of the capital 
cities of Australia. It was £5/16/6 per week in Melbourne, com- 
pared with the figure first laid down by Higgins (adjusted for the 
rise in retail prices up to September, 1920) of £4/13/- per week; 


13. “It may be that the only way to fulfil our function is to make some assessment of 
what the Australian standard of living should be, or some particular unit or group unit, 
ma kind of social ethical way.” Transcript of Proceedings, 17th February, 1950. 

14, Basic Wage Inquiry 1949-50, Print No. A1467, page 102. Mr. Justice Foster denied 
the possibility of any objective criterion, independent of the actions of other tribunais, or 
governments, and of employers, and of the degree of prosperity in the economy. 

15. Quoted by Foster J., Basic Wage Inquiry 1949-50, Print No. A1467, page 94. The 
unions claimed that the basic wage so ascertained should be paid irrespective of the actual 
dependants, or the sex, of the wage-earner. 


1928) Report of the Royal Commission on the Basic Wage (Government Printer, Canberra, 
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awards current at the time specified £3/18/- to £4/2/-, owing to 
the adjustment of wage rates by reference to retail price index 
numbers for the preceding twelve months, or even for the preceding 
calendar year.'7 Higgins rejected the Commission’s figure on the 
ground that it made no distinction between the needs of the skilled 
and of the unskilled, and therefore could not be a guide to the 
determination of the wage of the unskilled worker for whom the 
Court laid down its basic wage.!® 

However, a standard of living is something that can never be 
unambiguously defined in absolute terms.!® How is a tribunal to 
decide the number and quality of commodities that should be available 
in a given period, or what is to be expected of the wage-earner’s wife 
as cook and housewife? Again, an important function of any 
criterion is to determine changes in wage rates from time to time. 
What becomes of a concept of a standard of living as consumption 
habits, and the goods available, change, and how are changes to 
be translated into quality or quantity of commodities? Almost any 
criterion will, it is true, contain. some element of judgment on the 
part of the arbitrator. But ‘‘needs’’ as a criterion gives him no 
basis whatever for deciding between the rival claims of employer 
and union for a lower or higher standard of living. 

There is not only the difficulty of the absolute standard. How 
many persons are to be provided for from the wage? Higgins’ 
formula says the needs of the average employee.. It is obvious that 
he did not have in mind an individual with characteristics the 
average of those belonging to the whole array of the wage-earning 
population.. For he was concerned with the wage payable to the 
manual labourer; it was a minimum, not an average wage. The 
employee could not, therefore, represent the average with respect 
to wages; and this might well have aroused suspicion concerning 
any concept of an average employee who was to receive a minimum 
wage. It appears that Higgins means the average with respect to 
needs” of those wage-earners receiving the basic wage. It has always 
been assumed that needs vary directly with the number of depen- 
dants; hence the controversy about the dependants to be attached 
to such an employee. 

Higgins’ justification of attributing a wife to the employee 
deserves quotation : 


17. See Labour Report, 1949, page 102, footnote. 

18. 15 CAR p. 297 

19. Even though experts might agree on the content to be given to ‘the minimum 
necessaries for the maintenance of merely physical efficiency’ (to quote Mr. Seebohm Rown- 
tree’s criterion of primary poverty in his first survey of York), the measure of agreement 
would grow less as higher standards wera set. In any case, neither employers nor unions 
would accept such a standard as fixing the wage to be paid. 

20. “‘‘Average’ refers, of course, to needs as some men require more food, more house 
room, etc., some less, than others.” 15 CAR p. 304. 
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‘‘Probably it is not one of my functions, already sufficiently 
responsible, either to encourage or discourage matrimony; but it 
surely is not an extreme view, or unduly pessimistic, to take, that 
marriage is the normal fate of adults, and, if so, a wage that does 
not allow for the matrimonial condition for an adult man is not fair 
and reasonable, is not a ‘living wage’. In other words, I cannot 
accept the philosophic theory that marriage is a luxury.’”! 

From the point of view of establishing the needs of workers 
differently situated, it would have been more relevant had he esti- 
mated the amount of money required by an unmarried man to 
reach the standard of living attained by a married man with no 
children, and earning a given wage. It is by no means certain that 
the single man’s needs would be less if he had to pay someone for 
all those services that a married man normally expects of his wife. 
However, the ‘‘way of life’’ of many unmarried men is so different 
from that of many married men that comparisons might become 
invidious, to say the least. Certainly they have not been attempted 
by any of the Australian tribunals. 

To a man and wife Higgins added three children to make up a 
family of ‘‘about five persons’’. We know very little about the 
actual dependants of the wage-earner. The census reports of 1933 
and 1947 classify all male wage and salary earners by conjugal state, 
and by number of dependant children.22 These reveal that a very 
large proportion of male wage and salary earners are single, or 
married with no dependant children.28 In 1947, only 8.3 per cent 
(10.9 per cent in 1933) had a degree of dependanecy equal to or 
greater than that assumed to be the average by Higgins in 1907, and 
the average number of children dependant upon male wage and 
salary earners was .69 (.76 in 1933). 

Information concerning the period in which Higgins formulated 
his criterion is not available, nor is anything known concerning basic 


21. 2 CAR p. 64. 

















22. The figures are: 30th June, 1933 30th June, 1947 
Never married (many of them minors) .. .. .. 719,929 ea 649,121 
Married ce Be ee ae 815,962 at 1,078,816 
Married and separated aia, We, air ean ae we as Ry 37,454 

idowed ee. P Bien s8 nw 7.08 har ee bey arg 37,642 os 37,484 
Divorced as rae as. “se ter. wen ck cade nae Ae 6,911 its 16,922 
Se MER picl-ks aie oe Sea eLee ee ‘Se Cee 8,827 an 7,275 

Total wage and salary earners .. .. .. .. 1,589,271 4 1,827,072 
No dependant children .. .. .. .. «. «- «- 1,041,961 A, 1,183,014 
ee I ec oc at Moe ee. Sen sehlued 213,725 as 287,955 
mew Gemma Gene on as ca Se ee SS 161,371 oN 204,592 
More than two dependant children .. .. .. .. 172,214 - 151,511 
Total wage and salary earners .. .. .. .. 1,589,271 an 1,827,072 








Number of children dependent on male wage 
am@ salary GBYMGPS .. «2. «2 2c ce co co 1,506,088 ve 1,254,395 








23. sUateetinately no classification of dependant children by age of their parents has been 
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wage earners as distinct from wage and salary earners as a whole, 
In fact, very few males now receive only the basic wage rate, and 
the final absurdity is reached that the needs by which it is alleged 
that the general level of money wages should be determined refer 
to an entity which does not exist. It is nevertheless clear that 
Higgins’ family of five persons was greater than the one he purported 
to be concerned with; namely the average family of the basic wage 
earner. If he in fact ascertained what it cost a family of five to 
attain the standard of comfort that he deemed suitable for a manual 
labourer, he awarded a much higher wage than he meant to. 

Faced with the fact of the small unit which would have to be 
adopted if the average family were adhered to, the unions have 
sought to justify the five person family as a basis of wage fixation 
on the ground that it is necessary to maintain the existing levels of 
population.24 This justification has been rejected by the Court. 
Judges have held that they have no mandate to pursue any particular 
population policy, and that in any case it has not been demon- 
strated that a higher wage level would raise the size of the average 
family. The additional point might be made that an overwhelming 
majority of wage-earners receive more than the basic wage. Con- 
sequently, even if the relation between income and size of family 
suggested by the unions did exist, population might be maintained 
by reason of the bigger families of the skilled workmen. 

The third criticism of this method of determining wage rates 
is that if all money wage rates are changed, prices cannot be 
assumed constant.25 The Court can only lay down a minimum money 
wage rate; the price level is beyond its control. If the Court should 
also order that wage rates be varied in accordance with fluctuations 
in prices, a higher real wage rate can be established so long as the 
rate of increase of prices is not too rapid, and the rate of exchange 
is pegged. But it will be accompanied by reduced real incomes in 
the unsheltered primary industries, and by falling profits and 
employment in other unsheltered industries. The increased purchases 
of imported products will mean a more passive balance of payments. 
Hence even the higher wage rate may not be sustainable. 

In Higgins’ defence it should be pointed out that the Court in 
its early years regulated wage rates in very few industries. It was 
therefore reasonable to assume that the general level of prices was 
unaffected by changes made in award wage rates, the more so as 
some of these industries were unsheltered. However, the evolution 
of the Court from a body settling disputes in a few industries to 
one determining the general level of money wages throughout the 


24, See the claim quoted by Kelly C. J., Basic Wage Inquiry 1949-50, page 67. 
25. Unless productivity rises proportionately and simultaneously in the sheltered industries. 
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economy should on this interpretation have been accompanied by 
some recognition of the necessity for a change in the criteria adopted. 
It is commonly argued that the Court changed from needs to 
capacity to pay in the Basic Wage Inquiries of the early nineteen- 
thirties. As already suggested above, there is good reason to be 
sceptical of the reality of any such change, and it was certainly 
never connected by the Court, nor (it would appear) by anyone 
else, with the widening impact of the Court’s decisions. 

There remains the final point that it is earnings rather than 
wage rates that determine the wage-earner’s income, and hence his 
standard of living; these cannot be assured, by specifying a minimum 
wage rate, which is all that lies within the power of the Court. 


(c) The Court’s Position. Most, if not all, of these criticisms 
of needs as a concept by which to determine the basic wage have 
been made at one time or another ini proceedings before the Court. 
Higgins himself was challenged regarding the number of depen- 
dants per wage-earner, and in defending his ideas, fell back on the 
notion of the basic wage as a minimum rate aimed at the prevention 
of sweating.2 Many of the Judges who have succeeded him have 
also failed to appreciate that by far the most important economic 
effect of their basic wage decisions has been to alter the absolute 
level of money wages. By raising the level of money wages they, 
on the one hand, raised the real wage rate, and on the other, lowered 
both the real incomes of those engaged in the rural exporting indus- 
tries, and the level of real incomes and employment in the unsheltered 
manufacturing and mining industries. What mattered to the Court, 
therefore, was not the absolute level of real wage rates, but their 
level as compared with real incomes and employment in those 
industries. 

The fact that most Judges of the Court have failed to realize 
that their role was one of determining the general level of money 
wages, and not, for example, one of merely laying down a minimum 
wage, has been largely responsible for their inability to come to 
grips with the criticisms that can be made of needs as a criterion. 
One consequence has been the serious confusion displayed in many 
discussions of the criteria appropriate to the Court’s task. The 
parties presenting evidence to the Court in the successive Basic 
Wage Inquiries have had no means of knowing what the Judges 
would consider relevant, and what irrelevant. The time taken for 
these Inquiries has, in consequence, been prolonged, and the parties 
have submitted much evidence, and many exhibits, that were com- 


26. “I did not attempt to lay down the average of three as being the actual average. . . . 
I took, the family of ‘about five’ persons as a fair type. . . . The problem is . . . to find 
what sum can be most reasonably laid down, in the circumstances of the time, as the 
foundation or basic wage—a wage below which employers ought to be forbidden by the 
State to employ its citizens who are labourers.” (10 CAR p. 483.) 
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pletely irrelevant to any consideration of the economic effects of 
the Court’s decision. 

In making these criticisms, it should be recognized that the 
Court is a body set up to arbitrate and conciliate for the prevention 
and settlement of interstate industrial disputes, and that this limita- 
tion of function is one imposed by the Constitution of the Common- 
wealth. Many members of the Court have understandably taken 
the view that the considerations they should take into account in 
reaching their decisions are limited to the prevention and settle 
ment of disputes.27 Nevertheless, through the evolution of the 
periodic Inquiries, a way has been found to reconcile the Court’s 
constitutional position and its role as regulator of standard hours 
and of the level of money wage rates. It appears that the Judges 
will have to recognize this. The provisions of the Constitution. are 
such that the Court now occupies a field of legislation denied both 
to the State and the Commonwealth Parliaments.”* 

(d) Child Endowment. It has already been indicated that con- 
sideration of a national minimum as a method of eliminating excesses 
of poverty led some writers to reject it in favour of a scheme of 
family endowment. A similar tendency can be traced in Australian 
discussions. Mr. Justice Powers in 1918 suggested that a scheme of 
child endowment should be adopted by the Commonwealth Govern- 
ment in respect of its own clerical employees,?® and in the following 
year that the Commonwealth and State Governments should pay to 
all ‘‘men who are dependent on the basic wage a sum of at least £6 
per year for each child over three and under the age of fourteen 
years.’’8° In each of the Basic Wage Inquiries from 1930 until the 
adoption of a scheme of child endowment by the Commonwealth 
Government in 1941, the Court advocated family allowances as the 
only way of improving the unfavourable position of the man with 
a family larger than average. It is quite clear that this advocacy 
arose out of a consideration of the iniplications of Higgins’ ‘‘needs 
basis’’.24. A further demonstration that concern for the standard 
of living of a family of five persons issues in a plea for family 
allowances, rather than providing a guide for the fixation of a 


27. See for example Foster J., Basic Wage Inquiry 1949-50, p. 101. 

28. “The Commonwealth because it has no industrial power adequate for the purpose; 
the States because they can legislate only for so much of their industrial field as is not 
covered by the decisions of this Court.” Standard Hours Inquiry, 1947, Print No. 7703, p. 9 

29. 12 CAR p. 572. From lst November 1920, five shillings per week was added to the 
salary of officers receiving less than £400 p.a. In order to make the total salary payment 
by the Government the same as it would have been without the scheme, all salaries were 


reduced by £11 p.a. from 1923. The salary ‘bar’ was later raised to £500, and the con- 
tribution to £12. 


30. 13 CAR pp. 572 and 585. 

31. See 31 CAR p. 308, 32 GAR) p. 92, 88 CAR p. 149, 37 CAR p. 593, and 44 CAR p. 50. 
Compare the following: 

“To provide for all families by providing for the average family is an injustice to those 
families which are larger than the average. . . . We find that for workers in industry 
some system of family allowances is the logical corollary of the living wage doctrine.” 
(Para. 25, and page 124, of the Minority Report of the Royal Commission on Child Endow- 
munt or Family Allowances, Government Printer, Canberra, 1929. F.24.) 
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minimum wage rate, is provided by the advocacy of child endow- 
ment by A. B. Piddington, chairman of the Basic Wage Commission 
of 1920.2 

Controversy over child endowment has always centred around 
its relation to the basic wage. If needs are thought to be the deter- 
mining factor in wage fixation, the meeting of a part of these needs 
from child endowment leads logically to a lower basic wage. For 
instance, Higgins said: 


‘Tf some scheme for child endowment should be adopted, the 
basic wage payable by the employer could be reduced to meet the 
mere needs of the man, or the man and wife.’ 


The Majority Report of the Royal Commission on Child Endow- 
ment appointed by the Bruce-Page Government in September 1928 
refused to recommend the payment of allowances if a concurrent 
reduction of wage rates was not made.*4 The same attitude was 
adopted by Lukin J., who inserted in awards made at this time 
provision for the re-opening of the wage awarded in the event ‘‘of 
the operation of any child or family endowment provision contained 
in any present or future Commonwealth or State Act of Parlia- 
ment’’.85 It was the general opinion of the Court that, although 
child endowment was very desirable, it could only represent a redis- 
tribution of the total wage bill. 

There is also some evidence to suggest that there was.a direct 
connection between the institution of child endowment in 1941 and 
the refusal of the Court to raise the basic wage.** In 1949 the election 
promise of Mr. Menzies (Liberal Party) to widen the scope of 
child endowment resulted in the adjournment of the 1949-50 Basic 
Wage Inquiry;*7 the legislation implementing this promise was 
amended?’ by the Labour Party majority in the Senate to the effect 
that : 


‘*An authority shall not . . . determine a wage or salary . 
at a rate less than the rate which it would determine if no endowment 
were payable.’’89 


32. See Addendum to the Report of the Basic Wage Commission (Government Printer, 
Canberra, 1920) and The Next Step (MacMillan, Melbourne, 1921). 

33. 15 CAR p. 305. 

_34. “Much would depend upon whether the scheme were one in which the large addi- 
tional sums necessary for full maintenance were distributed without corresponding, or 
at least partial, reductions being made in the basic wage. Without such reduction, the 
result, in our opinion, would be a marked flush of extravagant spending and a sharp rise 
in the cost. of living, shortly followed by a check in prosperity, by a more or less severe 
collapse in values, and by serious unemployment.” (Report of the Royal Commission on 
Child Endowment or Family Allowances, Para. 682.) 

35. See, for example, 27 CAR p. 61. 

36. Between the conclusion of the hearing and the handing down of judgments the 
Commonwealth Government announced that it would initiate a scheme of child endowment. 
But see Commonwealth Hansard, 25th March 1941, pp. 151-168; and Beeby C. J. said: 
The announcement of the Government’s intention does not of itself justify any departure 
from past methods.” 44 CAR p. 50. 

87. “In November 1949, the Court adjourned its public sittings because at that time 
matters actually being debated in the Court were actively agitated by political aspirants in 
the Federal elections then being held, and it was thought highly desirable that the party 
Political atmosphere generated on the hustings should be excluded from the Court’s pro- 
ceedings.” (Foster J., Basic Wage Inquiry 1949-50, page 92.) 

38. The amendment was subsequently deleted. 

39. Commonwealth Hansard, 27th April 1950, page 1931. 
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If, as has been argued above, the staiidard of living of some 
arbitrarily chosen family unit does not provide a satisfactory 
criterion for wage fixation, and has in fact never been used by the 
Court for this purpose, the payment of child endowment loses its 
immediate relevancy. The actual level of money wages is important 
mostly because it affects the level of costs of unsheltered industries, 
and so affects incomes and employment in these industries.*° Child 
endowment is no more relevant in this: connection than any other 
item of government expenditure; its most important effect is to 
improve the relative position of the large family. It would appear, 
therefore, that the levels of money wages and of family allowances 
are not so closely related as the Court and most advocates seem to 
think. 

Employers’ advocates have argued that the growing scale of 
social services should be taken into account by the Court when 
assessing the level of money wage rates. The unions have replied 
that to do so is to interfere with and reverse government policy. 
The answer to any such argument is that the payment of child 
endowment does not raise the issue of the relative roles of the 
Court and governments to any greater extent than does any other 
government activity affecting the distribution of incomes. All that 
lies within the Court’s power is to award higher or lower wage 
rates, and this does nothing to alter the relative position of wage- 
earners with, as against those without, dependants. The redistri- 
bution of income effected by the Court is mainly one from export 
producers to wage-earners; a social service programme represents 
a factor of secondary importance in this connection. 

Moreover, if it is desired to take account of the effects of social 
service payments, it is difficult to see why other aspects of govern- 
ments’ spending and taxing activities should be excluded, as Kelly 
C. J. argued in the recent Inquiry.4! Those who hold that the wage 
rate cannot be fixed without detailed consideration of social services 
would appear to be involved in presenting an estimate of the total 
impact of government on the distribution of incomes. Thus it 
appears that a concern with needs should express itself in the 
structure of social services; neither directly, nor through the scale 
of such social service payments, has it much relevance for the 
determination of the basic wage. 


(e) Fluctuating Prices. What is perhaps the most important 
application of the ‘‘needs basis’’ to the fixation of the general 
level of money wage rates has still to be considered. A criterion 
expressed in real terms requires in a time of fluctuating prices a 


40. This contention is argued at length in my article in the December 1951 issue of the 
Economic Record. 


41. Basic Wage Inquiry 1949-50, pp. 62-3. 
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fluctuating money wage rate. By 1912 this was recognized to 
some extent by Higgins,“ and during the first World War he varied 
awards so as to raise wage rates in accordance with the increase 
in the index of retail prices, using the average figure for the calendar 
year prior to that in which the award was made. In 1918 the 
average figure for the twelve months preceding the award was 
used. It was not until 1921 that provision was inserted in awards 
to vary the basic wage rate automatically with variations in the 
index of retail prices.4* Up to this time, increases had taken effect 
only as fresh awards were made, so that a different wage might be 
paid to comparable workers whose awards were made at different 
dates. 

Despite the attention attracted by the decisions at the periodic 
Basic Wage Inquiries, the actual course of award rates has been 
influenced to a far greater extent by fluctuations in accordance 
with changes in retail prices. The weighted average of basic wages 
for the six capitals fell from 90/6 on Ist May 1929 to 61/8 on 
Ist February 1933, or by 28/10. Direct action by the Court had 
reduced the basic wage merely by 10 per cent, or roughly 8/6, 
as from 1st February 1931. The remainder of the decrease had 
taken place in response to falling prices. In the period Ist May 
1934 to 1st November 1950 only two changes in the basic wage 
(apart from those which followed price rises) were made: a rise 
of from 3/- to 6/- (depending on the State) in 1937, and of 7/- 
in December 1946. Yet the wage rose from 65/- to 142/-; less than 
13/- of the total rise of 77/- depended upon the decisions of the 
Court at the occasional Inquiries. The increase effected by the 
Basic Wage Inquiry 1949-50 of approximately £1 per week dating 
from 1st December 1950 has been followed by increases of 7/-, 7/-, 
and 13/- in successive quarters. 

These comparisons to some extent understate the importance 
of the Inquiries; each alteration of money wages affects retail prices, 
and so is reflected in subsequent changes in money wages. Further- 
more, at each Inquiry the Court reviews the trend of money wages 
as given by the automatic adjustments. But it remains true that 
variations of the index of retail prices are the immediate cause of 
most changes in award wage rates. It is, therefore, not surprising 
that the basis of computation of the index has been under continual 
attack. Proceeding on the ground that the object was the mainten- 
ance of a given real wage, both the employers and the unions have 
sought to challenge the accuracy with which the index measures 
changes in the prices of goods entering the wage-earner’s cost of 
living. There are, of course, reasons for thinking that one index 


42. 6 CAR pp. 61 and 130. 
43. See 15 CAR p. 883 and 16 CAR pp. 4 and 829. 
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serves a given purpose better than some other index would; but any 
calculation of the real value of a wage over a period of thirty or 
forty years suffers from so many theoretical weaknesses and is 
subject to such a margin of error that it can be framed only in 
very broad terms. There is no uniquely correct measure of the 
ehange in the price level, even when restricted to the prices of 
certain consumption goods. In any case, the fact that the ‘‘needs 
basis’’ was never the effective criterion of wage fixation means that 
the practice of varying money wages as retail prices vary cannot 
be justified simply on the ground that thereby the real wage rate 
is maintained. 

The level of money wage rates at any one time is important 
mainly because, together with the exchange rate, it determines the 
relation between the costs of Australian producers and their over- 
seas competitors. It determines the real incomes of producers of 
exports which are in inelastic supply, and the level of incomes and 
employment in other export and the import-competing industries. 
To the extent that increases in the prices of exports and imports 
are reflected in retail prices, the automatic variation of money wage 
rates in accordance with fluctuations in an index of retail prices 
serves to distribute gains accruing to the unsheltered industries 
among all wage-earners. An adequate assessment of the effective- 
ness with which this feature of the Australian economy holds the 
balance between the costs (and therefore the incomes of wage- 
earners) and the receipts of the unsheltered industries requires esti- 
mates of the magnitudes involved: namely, the effect of a rise in 
export and import prices on money incomes and employment 
throughout the economy, their effect on retail prices, and the effect 
of a given rise in, money wage rates on, the costs of the various sectors. 

It is, however, clear in general terms that linking money wages 
to retail prices does serve a useful purpose in an open economy, 
where both the maintenance of real wage rates, and the prosperity 
of a large sector of the economy, depend upon prices which fluctuate 
as the result of happenings in the rest of the world. The rapidity 
with which wages are adjusted makes some contribution towards 
smoothing out the effects of overseas fluctuations on the distribution 
of incomes and the prosperity of the unsheltered trades. Where 
fluctuations of some magnitude occur frequently, and the mobility 
of labour between sheltered and unsheltered trades is limited, it 
appears preferable to achieve the adjustment of Australian money 
costs by immediately changing wage rates all-round, rather than to 
leave it to wage changes in the industries directly affected. On the 
other hand, the method adopted of varying only the basic wage, 
rather than making a proportionate change in all wage rates, tends 
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to diminish the real difference between the wages of skilled and 
unskilled workers in a time of sharply rising prices. But in any 
case it is by reference to considerations such as these, and not by 
its consistency with the ‘‘needs basis’’, that the practice of varying 
the basic wage in accordance with price fluctuations must be judged. 


Il. 


Advocates of a national minimum recognized that it would 
be undesirable to lay down equal minimum rates for men and 
women. Their premise of securing a minimum standard of living 
for all workers found logical expression in the demand that ‘‘the 
man’s wage must be enough to support a family, and the woman’s 
to support a single independent adult.’’44 

Australian industrial tribunals have without exception awarded 
lower rates for females, except in occupations recognized as being 
mainly performed by males, using the needs principle to justify 
this practice.“ Several Judges in both State tribunals and the 
Commonwealth Court have examined evidence, produced by the 
unions concerned, as to the minimum needs of females without 
dependants and not living with their families.- Rates for unskilled 
female wage-earners which purported to be based on this evidence 
were fixed. Until 1939 these varied from 48 per cent to 56 per cent 
of the male basic wage.*¢ 

The division of functions between the Court and Conciliation 
Commissioners effected in 1947 left to the Court the task of ‘‘altering 
the minimum rate of remuneration for adult females in an indus- 
try’’.47 As now amended,*® the provision reads: 

“The Court may make an order or award determining or 
altering the basic wage for adult females.’’ 

It has been shown that the needs of the male wage-earner and 
his family have never been the effective determinant of the basic 
wage. It appears equally unlikely that the relation between the 
wage rates of males and females has been determined by a com- 
parison of their respective needs. Should the needs of the single 
woman be compared with those of a family with one child, or with 
three? Should the single woman be allowed expenditure on 
pleasures to compensate her for the contrast between the companion- 
ship and privacy of the married man’s home, and her own single 


44. Page 10, The Case for a Legal Minimum Wage, The Fabian Society, Fabian Tract 
Ng ~ 1906. Also published in Socialism and National Minimum, Fabian Socialist 
» No. 6. 

45. See, for example, 6 CAR p. 61 and 50 CAR p. 191. 

46. Comparison of the Commonwealth Court’s minimum rates for males and females 
%» complicated by the fact that until the 1949-50 Basic Wage Inquiry there existed no 
foundation’ female rate corresponding to the basic wage payable to adult males. 

47, Section 25, Conciliation and Arbitration Act, 1904-1947. 

48. By Act No. 86 of 1949. 
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room? Should she be allowed an income adequate to free her, ag 
the married man may be free, from domestic duties? 

Wage rates laid down by the tribunals cannot distinguish 
between wage-earners according to the number of their dependants, 
The fact that the ‘‘needs basis’’ has been used to justify only the 
difference between the wages of the sexes, and not the relative wages 
of differently situated workers of the same sex, led the Australian 
Federation of Women Voters to claim at the 1949-50 Basic Wage 
Inquiry that: 

‘The method at present used in Australia for assessing men’s 
wages and women’s wages on the basis of sex discrimination does 
not take into consideration either the actual needs of workers and 
their dependants, or the workers’ contribution to productivity. In 


fact, no consistent principle is involved except that of sex discrimina- 
tion.’’4° 


Under war-time conditions, higher rates were paid to ‘‘ encourage 
women to undertake in war-time work which would normally have 
been performed by men’’.®° In the majority of occupations covered 
by decision of the Women’s Employment Board, rates were equal 
to, or 90 per cent of, the appropriate male wage. Despite the refusal 
of the Court to raise all female award rates relatively to the basic 
wage,®! the attraction of women into more highly paid jobs was 
such that other employers were forced to offer higher rates. In 
1945, the Commonwealth Government (making use of its expanded 
war-time powers) specified 75 per cent of the corresponding male 
rate as the minimum rate for females in the textile, food processing, 
and certain other industries. Thus the reality of increased demand 
for female labour broke down the fiction of relative needs as the 
determinant of female wage rates. 

In the 1949-50 Basic Wage Inquiry the Australian Council of 
Trade Unions put forward a claim for a female basic wage equal to 
the male basic wage. In this they were supported by the Australian 
Federation of Business and Professional Women’s Clubs, and the 
Australian Federation of Women Voters, intervenors in the Inquiry. 
The claim was unanimously refused by the Court, as was inevitable 
if it was claimed at the same time that the basic wage should be 


sufficient for the needs of a man and his family.52 The unions 
admitted : 


“*that in order to give the single female the same wage as the 
married or single male, that means some reduction in the overall 
standard of the male. . . . We face up to the fact that that wil 
follow. . . . We want that policy.’’® 


49. Transcript of Proceedings, p. 2420, 24th October, 1949. 
50. P. 82, Labour Report 1949. 
51. See 50 CAR p. 191 and 54 CAR p. 613. 


Bing 1 meenaeats Foster J., Basic Wage Inquiry 1949-50, p. 119, and Dunphy J. 
ibid, p. s 


53. Transcript of Proceedings, p. 6923, 22nd August, 1950. 
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Nevertheless they were not willing to reformulate their claim for 
a basic wage in terms of the needs of a single wage-earner. 

As well as this claim for ‘‘equal pay’’, the unions submitted 
a great deal of evidence concerning the expenditure of female wage- 
earners. Consequently the Court assumed that this constituted a 
claim alternative to the first. However the evidence consisted of 
details of the expenditure of women receiving widely varying wages, 
many of them above the male basic wage. The unions were unable 
to discover a single woman receiving a wage as low as the nominal 
award rate of the Court for unskilled females, namely approximately 
54 per cent. of the male basic wage. The Judges commented: 


‘‘From their evidence it was not possible to estimate the reason- 
able needs of a female basic wage worker in industry.’’®4 


Their evidence could not have been helpful in the slightest if 
the Court’s task had been a straight-out inquiry as to the needs of 
a female basic wage worker.’’® 

It may be that more care might have been given to the prepara- 
tion and presentation of this evidence. But no such inquiry could 
establish a workable criterion for female wage rates; the ‘‘needs 
basis’’ is no more helpful in this aspect of wage regulation than it 
is in fixing the male basic wage.5¢ 


III 


The ‘‘needs basis’’ is relevant to one further aspect of wage 
fixation: namely the relationship between wage rates in different 
parts of the Commonwealth. A wage based on needs and applied 
to wage-earners throughout Australia necessitates some method of 
comparing living standards in different localities. In 1913 the 
Commonwealth Statistician published index numbers of retail prices 
in 30 towns (including the six capitals), computed on the aggregate 
expenditure method. A ‘‘regimen’’ of items ‘‘representative of a 
high proportion of the expenditure of wage-earner households’’,5? 
and weighted according to consumption throughout Australia, has 
been valued in each town, and index numbers published, at quarterly 
intervals, since that date. 

The Court has made some use of these figures. But they can 
serve at best as a very rough approximation to local variations in 
the cost of living. Differences in climate, in living habits, and in 
the distance to be travelled between home and place of work, are 
but a few of the many reasons why households in different localities 


54. Foster J., Basic Wage Inquiry 1949-50, p. 118. 

55. Dunphy, J., ibid, p. 141. 

56. The result of the Inquiry was to fix the female basic wage at 75 per cent of that for 
males. Mr. Justice Foster said: ‘As there is good evidence that industry is sustaining and has 
sustained these actual higher levels, then it would be safe for the Court te prescribe a sum 


a8 a basic wage that would give legal sanction to existing actual rates.” (Basic Wage 
“yey 1949-50, p. 121.) 


7. Labour Report 1949, p. 3. 








220 THE ECONOMIC RECORD NOV. 


spend their incomes on different commodities. Hence there can be 
no unique measure of the different cost of some given standard of 
living. For this reason alone it is not surprising that there have 
been many exceptions to the practice of determining money wage 
rates in different localities in accordance with the difference between 
the index numbers. 

Climate and isolation ‘have been held to justify a wage higher 
than that indicated by the index for places such as the Northern 
Territory. But the necessity to offer higher wages in order to 
attract labour to such places represents a factor much more powerful 
than the Court’s desire to equalise living standards in different 
areas. Pressure to lower wage rates because of low prices for un- 
sheltered mining or agricultural commodities produced in isolated 
areas has been successful in copper mining at Wallaroo, South Aus- 
tralia,*®= and at Queenstown, Tasmania,®® and in fruit-growing: at 
Mildura, Victoria,®° despite the consequent reduction of the real 
wage below that ruling elsewhere. In other cases, basing wage rates 
on index numbers for different towns or combination of towns has 
enabled the Court to avoid open conflict with its principles, while 
allowing wage rates to reflect the pressure exerted by the conditions 
of supply and demand for labour in the locality. 

Uniform money wages have been specified where firms in 
different localities are directly competitive, or in other circum- 
stances where union and employer representatives agreed. In con- 
ditions of labour shortage, employers in country towns have urged 
uniform money wages throughout a State in order to attract labour, 
meeting opposition from city employers. Conversely, in a buyer’s 
market country firms have urged that they should be required to 
pay only the lower wage computed on the basis of the lower prices 
in country towns. Again they have been opposed by their com- 
petitors in the cities. Similar conflicts arise between employers in 
States with different price levels. 

On the whole, unions with members in all States have preferred 
a uniform money rate. Where one union’s membership is drawn 
mainly from one State, it can be expected to oppose any scheme 
that reduces wage rates in that State, even where accompanied by 
increases in wage rates in other States. The choice between uniform 
money and real wage rates, and between different index numbers 
or combinations of index numbers has depended less on considera- 
tions relevant to the ‘‘needs basis’’ than on calculations of the 
gains and losses accruing to powerful sections of the union oF 
employer organizations involved. 


58. 15 CAR p. 704. 
59. 15 CAR p. 610. 
60. 21 CAR p. 339. 
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To sum up, it appears that the attempt to deduce from a prin- 
ciple of absolute or relative needs the appropriate level of male or 
female wage rates, or of wage rates at different times or in different 
places, cannot be successful. Continuation of these attempts serves 
oly to obscure the significant relationships that exist, and the real 
effects of action by the tribunals. 

R. J. CAMERON. 
Canberra University College. ; 








THE WEIGHT OF TAXATION IN FIVE 
COUNTRIES, 1938 TO 1950 


This article sets out the results of an attempt to calculate 
comparable measures of the weight of taxation for each of five 
countries over a period of thirteen years. The countries covered 
are Australia, Canada, New Zealand, the United Kingdom and the 
United States. The period runs in each case from the social 
accounting year commencing in 1938 to that commencing in 1950. 

Comparisons of the weight of taxation at different times, in 
different regions and on different classes of taxpayer are a not 
uncommon feature of government financial statements and political 
discussions. Too frequently they take the form of generalizations 
accompanied neither by evidence nor by supporting argument. To 
this class belongs the assertion, in the final paragraph of the Com- 
monwealth Treasurer’s budget speech for 1952-53, that taxation in 
Australia is ‘‘lower than in any comparable country’’. More often 
the comparison is concerned only with a particular type of tax, 
and consists of a simple juxtaposition of rates or amounts payable. 
One may instance here the tables circulated on the occasion of 
the 1952-53 budget speech, setting out the amounts of income tax 
and social services contribution payable on selected incomes at 
the proposed new rates, at the rates of the previous year, and at 
the rates declared in New Zealand for 1950-51 and in the United 
Kingdom for 1952-53. Sometimes an attempt is made to assess 
the combined incidence of several separate levies. The 1942 Com- 
mittee on Uniform Taxation, for example, not only compared in 
broad income groups the estimated yield of the proposed uniform 
income tax rates for 1942-43 with what would have been collected if 
the separate Commonwealth and State taxes had remained in foree, 
but also set out at length the total amounts of tax payable at 
different income levels and with different grades of family respon- 
sibility under the proposed schedule and under the existing Com- 
monwealth and State rates in each State.| The Commonwealth 
Grants Commission, with a different object in view, has attempted 
to measure the relative severity of total taxation in the claimant 
States by comparing their revenue achievements with the amounts 
which would have been raised by the imposition: for each tax of 
standard rates based largely on those in force in the non-claimant 
States.2 A simpler and more commonly used method consists in 
calculating revenue yields per head of population. 


1. Report of the Committee on Uniform Tazation, 1942, paragraph 41 and appendix B. 


See, for example, appendix no. 1 to the Eighteenth Report of the Commonwealth 
Grants Commission, 1951. 
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These various approaches, while often inadequate for their imme- 
diate purpose, tend to be subject to limitations which render them 
unsuitable for more generally valid comparisons of the weight of 
taxation. In the first place, a mere setting out of the rates of a 
tax makes no allowance for inter-regional or inter-temporal varia- 
tions in the definition of the object of the tax, be it income, land 
value or wholesale price, or in its scope as determined by the 
exemptions, deductions and concessions allowed by law or in prac- 
tice. The relative efficiency of the administration and the extent 
of delays in collection are likewise left out of account. Further- 
more, where the rates are progressive or deductions and exemptions 
are prescribed in fixed money terms, comparisons between different 
periods of time may be rendered misleading by changes in the value 
of money. A similar difficulty arises in inter-country comparisons, 
for neither the official rate of exchange nor some arbitrary con- 
version rate based, for example, on the level of selected retail prices 
ean expect to escape charges of unreality. (All these qualifica- 
tions are ignored in the Australian budget comparisons referred 
to above. In particular, equality is assumed at each level of 
income between the £A in 1951-52 and 1952-53, the £NZ in 1950-51 
and the £stg in 1952-53.) Even within the one country regional 
differences in the purchasing power of money give rise to the same 
problem. 

If attention is concentrated, not on rates of tax, but on revenue 
collections per head of population, per income recipient or per 
family unit, variations in the scope of the levy assume less import- 
ance, and it becomes a simpler matter to aggregate the burdens of 
taxes of different types and those imposed at different levels of 
government. Some account may thus be taken of the composition 
of the tax system and the structure of government. There remains, 
however, the problem of making adjustments for differences in the 
value of money. The approach of the Commonwealth Grants Com- 
mission contains no solution of this difficulty; and, what is more 
important, the comparative results which it produces will, in the 
absence of close similarity in the structures of wealth, income and 
expenditure, tend to vary with the standard rates of tax adopted. 
Finally, the most painstaking comparison, on a basis of rates or 
revenue, presents only half the picture if it ignores relative taxable 
capacity as determined by the level of real income and its distribu- 
tion and by the way in which governments use their taxation 
revenue. 

The present investigation does not attempt to deal adequately 
with the problems associated with the measurement of relative 
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taxable capacity. Nor is it concerned with the distribution of the 
burden of taxation between different income groups or classes of 
taxpayer, which is a matter of incidence but which can affect the 
real magnitude of the aggregate burden. Subject to these limita- 
tions, however, it is concerned with the measurement for compara- 
tive purposes of the overall weight of taxation; and the method 
adopted seeks to avoid those difficulties which arise from varia- 
tions in the scope, structure and administration of the tax system 
and in the value of money. 

Briefly, the method consists in expressing the combined tax 
revenue of all levels of government, less subsidies, as a percentage 
of net national income at factor cost. This approach, and the defi- 
nition of the weight of taxation which it implies, are not new.‘ 
But in view of the limited attention which has been given to the 
subject in the past, it seems desirable to preface an outline of the 
practical problems encountered with some discussion of the general 
validity of the approach. 

It has become customary to emphasize the limitations of simple 
national income aggregates. Certainly they must be used with a 
great deal of caution when comparisons of absolute magnitudes 
are attempted, for it is seldom possible to reduce their components 
to a common basis of valuation or to give adequate weight to struc- 
tural differences in the economies under review. For ratio purposes, 
however, the requirement of comparability of composition may be 
relaxed a little, and it might be said that such usefulness as the 
aggregate possesses lies largely in this field.5 A good case can be 
made for comparing the yields of income taxes, and even death 
and gift duties, by reference to total private income. Similarly 
taxes on outlay may be measured against an appropriate aggregate 
of market expenditure, real or imputed. 

It is more difficult to find a single conceptual flow out of which 
taxation as a whole may be said to be appropriated, and in practice 
the choice of an aggregate involves some compromise. For present 
purposes, gross national product or expenditure has been rejected 
because allowances for capital consumption cannot be regarded, 


3. Some comments on the subject are, however, offered towards the end of this article. 

4. A similar method was used as long ago as 1925 in a paper by G. Findlay Shirras, 
“Taxable Capacity and the Burden of Taxation and Public Debt’, in the Journal of the 
Royal Statistical Society for July of that year. Shirras says (p. 533), “The most 
method of estimating the burden of taxation is the method of taking the percentages of 
taxation to the total net national income. This is by far the most satisfactory method, 
as it gets over differences of wealth, population, social, and economic conditions.” He 
goes on to say, however, that it is not “absolutely exact”, for taxable capacity is pro- 
portionately greater in richer countries. More recent examples of the same app 
may be found in Clark and Crawford, The National Income of Australia, Shirras, Fi 
Finance in Peace and War, and Clark, “Public Finance and the Burden of Taxation”. in 
The Economic Journal, December, 1945. 

5. The use of national income aggregates in this connection is not, of course, confined 
to matters of taxation. See, for example, the graphical comparison of the war expendi- 
ture of some of the allied nations, expressed as a percentage of national income at 
market prices, in the United States President’s Twentieth Report to Congress on Lend-Lease 
Operations, reproduced in Hancock and Gowing, British War Economy, p. 369. 
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at least in the long run, as part of the surplus available to pay 
taxation. Private income might be thought more suitable;® but 
two considerations seem to weigh against its use for comparing 
taxation as a whole. In the first place, it includes transfer items 
as well as factor income, and is therefore not a measure of the 
taxable surplus of the economy in any real sense. And secondly, 
some taxes are paid by public authorities and their business under- 
takings (the Australian pay-roll tax is perhaps the most all- 
embracing instance), and the net income of the government sector 
must thus be regarded as making its contribution to taxable capa- 
city. Its exclusion would reduce the value of comparisons between 
periods and countries where different degrees of government parti- 
cipation in productive activity prevailed. Net national income at 
market prices has been rejected reluctantly. Indirect taxes (less 
subsidies) and direct taxes may most readily be conceived of as 
successive appropriations from the proceeds of the sale of the net 
national product; but the cold fact remains that a greater reliance 
on indirect taxation means a higher market value for the national 
product and a correspondingly smaller figure for taxation as a 
percentage of it. Indeed, the conclusion which emerges from a 
prolonged discussion of the subject in books and journals’ is that 
the concept of national income at market prices has its chief, and 
perhaps its only, value in comparisons of welfare, where the appro- 
priate weighting of the components is one which reflects their rela- 
tive marginal utilities. 

The use of national income at factor cost produces percentages 
for taxation which might best be described as a measure of the 
proportion of the current factor income of the community which 
governments have chosen to appropriate so that they may decide 
how it is to be distributed or spent. Difficulties arise as to the stage 
at which the appropriation takes place, but in general it may be 
said to occur either when the income is received or when it is spent. 
Finally, it should be mentioned that national income has been 
defined on a residence and not a geographical basis. The conse- 
quent exclusion of income payable abroad may be justified by the 
reflection that it is usually taxed on a flat rate rather than a pro- 
gressive basis and that taxes on outlay fall mainly on residents. 
(The aggregate known as ‘‘net taxable national product’’, which 
includes both income received from abroad and income payable 
6. In New Zealand the percentage relation of total taxation to private income has 

used as a measure of “the extent ta which private income is affected by this transfer 
to the state”, and a similar calculation excluding transfer payments from both aggregates 


8 been put forward as “the true picture of the real contribution made to the state 
from private income”: see Official Estimates of National Income and Expenditure 1938-89 
to 1950-51, pp. 20-3. 

7. See, for example, Hicks, “The Valuation of the Social Income”, Economica, May 
1940, and Little, A Critique of Welfare Economics, chapter XII. 
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abroad, is clearly inappropriate when international comparisons 
are to be made.) 

The present calculations have been based on statistics drawn 
from official publications. The various estimates of national 
income, direct taxation, indirect taxation and subsidies have been 
adjusted as far as possible to common definitional bases. This 
has been rendered difficult by the diverse forms taken by the social 
accounts, the absence in some cases of detailed definitions of the 
terms and concepts used, the lack of adequate break-ups for some 
of the items for which adjustments are needed, and, in the case of 
the United Kingdom, the considerable revisions of presentation 
and definition unaccompanied by corresponding revisions of the 
figures for the earlier years. An attempt has been made to follow 
the standard definitions and treatments suggested by the Sub- 
Committee on National Income Statistics of the League of Nations 
Committee of Statistical Experts. In some cases, however, it has 
been possible to obtain a greater degree of comparability by adopt- 
ing a less satisfactory treatment. The resulting concepts should 
therefore be regarded as expedients rather than ideals. There 
follows below a discussion of the main items for which adjustments 
have been attempted. The directions in which it has not been 
possible to make adjustments for comparability include the defini- 
tions of resident and income in kind, the deduction of depreciation 
allowances at their income tax valuation, the underestimation of 
income arising from tax evasion and from certain income tax allow- 
ances, the measurement of taxation in some cases on an accrual 
rather than a paid basis, and the treatment of certain classes of 
tax refunds. 

Direct taxes are made up of taxes assessed on income and profits 
(including income paid abroad), death duties, gift taxes and 
employee contributions for social security. No attempt has been 
made to distinguish between income taxes paid by individuals and 
those paid by companies, since the division is a matter of legal and 
administrative custom and convenience rather than one of in¢i- 
dence, and may vary substantially from year to year. 

Indirect taxes have been variously described for social accounting 


8. The following are the publications used:— 

Australia: National Income and Expenditure 1950-51. 

Canada: National Accounts Income and Expenditure 1926-1950. (The Canadian esti- 
mates include Newfoundland for 1949 and 1950, but this seems likely to have little appre- 
ciable effect on the final percentages.) 

New Zealand: New Zealand Official Year-book 1941, 1942, 1943, 1944, 1946 and 1950; 
Official Estimates of National Income and Expenditure 1938-39—1950-51; Reserve 
of New Zealand Bulletin, April 1951 and February 1952. 

United Kingdom: National Income and Expenditure of the United Kingdom 1938 to 
1946, 1947, 1946 to 1948 and 1946 to 1950; Preliminary National Incume and Expenditure 
Estimates 1948 to 19651. 

United States: National Income and Product of the United States 1929-1950. 

9. Measurement of National Income and the Construction of Social Accounts, pub- 
lished in 1947 by the United Nations. 
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purposes as those which directly affect the relative prices of 
goods and services, those which are imposed on outlay as distinct 
from income, and those which represent a part of the market price 
of goods and services which is not received by factors of production 
and not included in aggregate factor incomes. Each of these 
definitions may be interpreted so as to include some taxes which 
do not actually enter into what the consumer pays on the market. 
Thus local rates can be treated as an addition to the imputed rent 
of owner-ceecupied dwellings, and even marriage and drivers’ 
licences may be regarded as a form of outlay the whole of which 
is an indirect tax. To remove ambiguity from the concept, how- 
ever, it seems desirable to think of it as embracing two distinct 
types of indirect, taxation, that which is collected in the first instance 
from producers and sellers and enters into actual market prices, 
and that which is collected from consumers as a condition of their 
enjoying particular goods and services.!° For present purposes in- 
direct taxes have been taken to include all forms of commodity taxa- 
tion; taxes on pay-rolls, land, entertainments and lotteries; com- 
pulsory war risks and war damage insurance premiums; employer 
contributions for social security; business taxes assessed on gross 
receipts or payments rather than on profits; and all forms of stamp 
duties, licences, fines and penalties. The Australian estimates include 
the excess of government lottery receipts over prize money. Useful 
information on the precise nature of some of the taxes has been 
obtained from the thirteenth edition of Tax Systems." 


Subsidies are the other side of the indirect 'tax coin, and may be 
defined generally as monetary contributions by governments either 
in relief of current costs of production or for the purpose of reducing 
the price to consumers of final products. They include direct sub- 
sidies on the prices of goods and services; monetary assistance to 
industry (except in cases, such as the armaments industry, where 
the output is purchased by governments) ; all forms of housing sub- 
sidies; and the trading losses of government commodity agencies 
less any profits made, the latter being regarded as a form of indirect 
tax or negative subsidy. 


Capital gains and losses arising from price variations ought 
properly to be excluded from the national income, since they add 
nothing to the real surplus of the period. This raises no great diffi- 
culties except in the case of stocks of raw materials and intermediate 
and finished products, changes in the value of which are normally 
reflected in business profits. In the estimates of Australia, Canada 

10. For an interesting discussion of this subject, see U. K. Hicks, “The Terminology 


of Tax Analysis”, in The Economic Journal, March 1946. 
ll. Published in the United States in 1952 by Commerce Clearing House, Inc. 
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and the United States, changes in the quantities of farm stocks are 
valued at current prices, and no adjustment is necessary. In New 
Zealand and the United Kingdom, changes in book values appear to 
be used. In the case of non-farm stocks, all five countries adopt the 
latter basis, but for the United States the element of stock apprecia- 
tion is removed by an inventory valuation adjustment. The United 
Kingdom publications for the later years contain a very rough esti- 
mate of stock appreciation, covering both farm and non-farm stocks, 
For present purposes both the United Kingdom and the United States 
deductions for inventory profits have been added back.!? This puts the 
valuation of changes in non-farm stocks on the same basis for all 
countries, but leaves the New Zealand and United Kingdom esti- 
mates of farm income unadjusted for lack of comparability. 


Profits of government enterprises have been included where 
they are operated on a commercial basis, any monopoly profit being 
regarded as akin to that derived by private monopolies. In the 
estimates of the United States, the surplus is calculated exclusive 
of interest paid and received and without deduction of depreciation 
allowances, and in the case of federal government enterprises it is 
included as a negative item in the total of subsidies. For the present 
purpose the least unsatisfactory treatment is to include the unadjusted 
profits of state and local government enterprises in the total of 
United States factor incomes. 


Corporate gifts to non-profit making institutions are excluded 
from the United States factor cost aggregate. In accordance with 
the Canadian practice, they have here been added in, as a distribution 
of earnings rather than a direct cost of production. No indication 
is given of the method of treatment of this item in the estimates of 
the other three countries. 


Taxes paid by foreigners are normally included in taxation 
revenue. However, in the United Kingdom estimates for the years 
from 1939 to 1945 indirect taxes falling on exports have been treated 
as government income from property, and in the absence of statistical 
details no adjustment can be made. Direct taxes paid by foreigners 
have been given a similar treatment for all years except 1948, 1949 
and 1950. In this case the adjustment made below for miscellaneous 
taxes has the effect of transferring the deficiency to the indirect 
tax total for all years and of including direct taxes paid by 
foreigners twice in the total of direct taxes for 1948, 1949 
and 1950. It has not been possible to correct the overstatement of 
national income at factor cost for the years from 1938 to 1947. 

12. A similar procedure was adopted by the Special Combined Committee in its 1945 


Report on The Impact of the War on Civilian Consumption in the United Kingdom, the 
United States and Canada. 
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Operations of the financial sector may be treated in several 
different ways. Net income originating in banks and other financial 
intermediaries is normally defined as wages and salaries paid plus 
the surplus of the operating account, the latter being the excess of 
actual and imputed charges to customers over operating costs. In 
Australia the definition is restricted to wages and salaries paid. In 
the accounts of the United States and Canada interest paid includes 
an imputed amount for the value of financial services rendered free 
to both individuals and business enterprises, but in the case of the 
latter this is offset by the treatment of the corresponding imputed 
charge as a business cost. Neither New Zealand nor the United 
Kingdom makes any addition to factor incomes for imputed interest. 
In the Australian estimates banks themselves are regarded as final 
rather than intermediate users of goods and services, and no deduc- 
tion is made from the surplus of business enterprises for services 
vendered without charge.!% The most practicable approach to coni- 
parability consists of including the surplus of financial enterprises 
but excluding all imputed interest, although the latter adjustment 
cannot be made for Canada. In the case of Australia this involves 
deducting the net expenditure of financial enterprises on goods and 
services, which is equal to the excess of operating costs over actual 


charges to customers, or imputed interest less the surplus of the 
operating account. 


Interest on government debt is normally excluded altogether 
because of the difficulty of separating statistically the part which is 
paid in respect of productive assets and the part which constitutes a 
transfer. The United Kingdom estimates for the years from 1939 to 
1945 include the interest payments of local authorities, though not 
of the national government. In the case of Canada an attempt is 
made, on admittedly questionable statistical and conceptual bases, 
to include interest on the portion of the public debt incurred to 
finance existing real assets. In the New Zealand accounts govern- 
ment debt interest paid abroad is treated as a payment for a final 
service rather than a claim on the national product, and is therefore 
not excluded from the national income. In each of these three cases 
the appropriate adjustment has been made. 


Contributions for social security paid by employees and em- 
ployers have been treated here as direct and indirect taxes respec- 
tively. In the case of the United States, an attempt has been made 
to exclude contributions made under superannuation and pension 
schemes for government employees, the employer portion being 


13. For a discussion of the Australian approach, see H. P. Brown “Some A 
- , 5 - P. . ts of 
Social Accounting—Interest and Banks”, in the August 1949 Supplement to the p stediend 
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regarded as supplementary labour income. The Canadian estimates 
give only a single total for all contributions under both social security 
and government employee schemes. It has been necessary therefore 
to exclude them entirely from taxation and to treat the employer 
contributions as factor income. 

The adjusted estimates of national income at factor cost, direct 
taxation, indirect taxation and subsidies are presented in Table I. 
The table is followed by notes indicating for each item the adjust- 
ments which have been made. 


Notes To TABLE I 
Australia. 


1. Resident national income less net expenditure on goods and 
services by financial enterprises. 


Canada. 


1. Net national income at factor cost less interest on public debt 
incurred to finance productive assets less miscellaneous taxes paid 
by persons. The last-named include motor vehicle, radio and marriage 
licences, fines and penalties. 

2. Direct taxes on persons and corporations and withholding 
taxes less miscellaneous taxes paid by persons. 

3. Indirect taxes plus miscellaneous taxes paid by persons. 


New Zealand. 


1. Net national income at factor cost less government debt 
interest paid abroad less land and miscellaneous taxes and _ local 
rates. Interest paid overseas on general government and local auth- 
ority debt has been estimated from figures given in Reserve Bank 
of New Zealand Bulletin and New Zealand Official Year-book. The 
latter source has been drawn on also for statistics of revenue from 
land tax and local authority rates for the years not covered by 
Official Estimates of National Income and Expenditure 1938-39— 
1950-51. 

2. Direct taxation less land and miscellaneous taxes and local 
rates. 


3. Indirect taxation plus land and miscellaneous taxes and local 
rates. 


United Kingdom. 


1. National income including stock appreciation plus Post Office 
surplus less interest on the ‘‘non-productive’’ debt of local authori- 
ties less broadcast receiving licences and employers’ contributions 
to national insurance funds less war damage premiums and mis- 
cellaneous direct taxes on income. Local authority debt interest has 
to be deducted only for the years 1939 to 1945. The adjustment is 
an approximation based on the statement that its exclusion would 
lower the national income by £40m. to £50m. throughout. Employers’ 
contributions need to be excluded for 1938, and 1946 to 1950, while 
for broadcast receiving licences the adjustment is confined to the 
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last three years. The miscellaneous taxes include fines and gifts, 
and direct taxes levied by the Northern Ireland Government, and 
the total is reduced by an estimate of direct taxes paid by foreigners. 

2. Direct taxes on income and capital plus employees’ and others’ 
contributions to national insurance funds less post-war refunds of 
excess profits tax net of income tax on them less war damage pre- 
miums and miscellaneous direct taxes on income. The adjustment 
for national insurance contributions is needed only for the years 
1938 and 1946 to 1950. 

3. Indirect taxes plus broadcast receiving licences and employers’ 
contributions to national insurance funds plus war damage pre. 
miums and miscellaneous direct taxes on income less Post Office 
surplus. 


United States. 

1. National income plus non-farm inventory appreciation plus 
current surplus of state and local government enterprises plus cor- 
porate gifts to non-profit institutions less services rendered free to 
individuals by financial intermediaries less employers’ contributions 
under government social insurance schemes less miscellaneous taxes 
on persons. The employers’ contributions include those made for 
old-age and survivors’ insurance and unemployment insurance, but 
exclude payments under government life insurance and government 
employee retirement systems. Miscellaneous taxes on persons include 
dividends tax, automobile use tax, charges for government services, 
licences, penalties and donations and the profit from the services of 


prisoners of war. The federal component of these taxes is valued 
before refunds. 


2. Personal tax and non-tax payments and corporate profits tax 
liability plus employees’ contributions under government social 
insurance schemes less miscellaneous taxes on persons. 

3. Indirect business tax and non-tax liability plus employers’ 
contributions under government social insurance schemes plus mis- 
cellaneous taxes on persons. 


_ 4. Subsidies less current surplus of federal government enter- 
prises. 


Table II sets out for each of the five countries the percentage 
relation of total taxation less subsidies to national income at factor 
cost. As a matter of interest, the ratio of direct taxation to total taxa- 
tion less subsidies has also been calculated. These two series have been 
termed ‘‘weight’’ and ‘‘directness’’ respectively. It is hardly neces- 
sary to say that the results should be treated with some caution. In 
the first place, complete comparability has been achieved neither 
between countries nor, in the case of the United Kingdom, between 
years. And in the second place, the precision and reliability of 
the estimates on which the calculations are based are probably such 
as barely to warrant the percentages being taken to the nearest whole 
number. This is especially so in the case of Australia, where the 
number of significant figures is smallest. 
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The percentage relation of total taxation less subsidies to national 
income may be regarded as a crude index of the weight of taxation 
without adjustment for the progressive and government expenditure 
elements of relative taxable capacity. While it is in no sense an 
absolute measure, it indicates fairly reliably the change in the overall 
burden of taxation from year to year, and rather less reliably 
differences between countries in the extent of the burden. It seems 
safe to say that the United Kingdom and New Zealand economies 
have been taxed at a consistently higher level over the period covered 
than those of the other three countries. It ig clear, too, that taxation 
in the United Kingdom and New Zealand reached its peak about 
1944, while in Australia the peak was approached rather later and 
held for a longer period. Canada appears to have increased the 
weight of taxation fairly rapidly in the first two years of the war, 
and then to have slackened its effort until the first two post-war 
years, when a similarly high level was attained. Taxation in the 
United States, on the other hand, increased in weight rather slowly 
after Pearl Harbour, but seems to have been subject to a relatively 
smaller post-war decline than, in the other four countries. The high 
levels of taxation throughout in the United Kingdom and New 
Zealand are probably to be explained to a large extent by the 
greater activity of governments in the provision of cash benefits 
and services. 

The ratio of direct to total taxation is a measure of the ‘‘direct- 
ness’’ of the tax system, but before it can be given meaning it is 
necessary to consider what ‘‘directness’’ implies. One might be 
tempted to substitute ‘‘progressiveness’’, since the classification 
adopted confines direct taxes largely to the more important pro- 
gressive levies. But perhaps an equally important difference be- 
tween direct and indirect taxation lies in the effect which the latter 
has on price levels. Direct taxation, being appropriated out of 
income before it is spent, is a positive instrument for keeping infla- 
tionary pressure within bounds (its usefulness in this direction was 
emphasized at the time of the introduction of uniform income taxation 
in. Australia, and again when the post-war continuance of the scheme 
was under consideration in 1946.) Indirect taxes, on the other hand, 
being imposed on outlay, are reflected in the prices, imputed or 
otherwise, of goods and services. An increase in indirect taxation 
(or a reduction in subsidies) may lead to a rise in retail prices and 
thus affect wage rates either directly, through automatic adjust- 
ments, or indirectly, through the pressure of organized labour. The 
effect of income taxes on the spending-power of the wage-earner is 
more easily overlooked. 

The advantages of equity and stability implied in the foregoing 
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distinctions might suffice to explain the striking correspondence 
between movements in the weight and the directness of taxation in 
each of the countries under consideration except Canada. But per- 
haps the chief explanation lies in the relative flexibility of direct 
taxes. War-time restrictions tend to dry up the sources of a major 
part of indirect taxation through their effect on imports and civilian 
consumption expenditure. This may be countered by increases in 
the rates; but any large expansion of taxation revenue must rely 
on levies which tap the surplus of the private sector directly and 
fall most heavily where the surplus is greatest. 

It is not surprising that direct taxes tended to become more 
important during the war. What is surprising is that taxation in 
peace-time has continued to be more direct than before the war, 
despite the fairly general fall in weight and the high level of con- 
sumption expenditure which has resulted from the removal of war- 
time restrictions and the maintenance of relatively full employment. 
One might suggest a change in the philosophy of public finance, 
induced perhaps by the war-time experience of sharing burdens and 
by the impact on post-war budgets of defence expenditure not dis- 
tinctly separated in time from that incurred during the war. The 
extent to which Canada alone, and in contrast to the United States, 
has managed to return to the pre-war pattern of greater reliance on 
indirect taxes may well be a function of the desire to re-establish a 
free economy which has been noticeable in the policy pronouncements 
of the Canadian Government.'4 

It is appropriate to conclude this article by considering further 
some of the limitations of the approach which has been adopted. 
It is clear that, despite institutional or structural differences between 
the five countries, a greater degree of comparability could be achieved 
in the taxation-income ratios if more complete statistics were avail- 
able. But a realistic comparison of the weight of taxation, either 
between periods of time or between countries, ought to take full 
account of relative taxable capacity. This means, in the first place, 
adjusting the actual taxable surplus according to the position of real 
income per head of population on some ‘‘ideal’’ progressive scale of 
overall rates of tax. The index of relative taxable capacity thus 
obtained should then be further adjusted upwards or downwards 
for deviations from a similar ‘‘ideal’’ distribution of incomes. Finally, 
in measuring the burden of the actual tax system, allowance ought 
to be made for its distribution over the various classes of the com- 
munity. This type of adjustment is not rendered any less desirable 
by the difficulties of measurement and the problems of welfare 
which it raises. 


14. Shirras points out and criticises the Canadian tendency to rely on taxation imposed 
on costs rather than on surplus in his Federal Finance in Peace and War, p. 83 
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It is perhaps equally important to take some account of the 
composition of government expenditure. The part of taxation 
revenue which is used for transfer payments clearly involves no 
net appropriation of income to the government sector, and may be 
said to constitute generally a lighter burden on the community 
than revenue which is spent on goods and services, paid in external 
debt interest or,even accumulated in trust funds. A crude allowance 
might take the form of deducting cash benefits and internal debt 
interest from direct taxation in the same way as subsidies are 
deducted from indirect taxation. But this ignores the redistributive 
element in transfers: there is clearly a burden on one part of the 
community, which may be more or less balanced in welfare terms 
by the, addition to the incomes of another part. (A similar difficulty 
arises, of course, in the case of subsidies.) Again, the burden of 
taxation is reduced if part of the revenue is used to provide substitute 
services for which no charge or an inadequate charge is made. This 
raises the general question of the extent to which government pro- 
vision of internal and external security and roads and other com- 
munity facilities is adequately reflected in the net national income 
or product by the inclusion of wages and salaries paid. There is no 
necessary simple relation between the cost of a government service 
and the contribution which it makes to taxable capacity; and the 
absence of any imputation for services derived from government 
capital assets must reduce the value of comparisons where the level 
of public investment varies.!® Finally, taxation itself is only one 
aspect of the burden which government activity throws on the com- 
munity, and for many purposes a more fruitful approach may be 
made by concentrating on the level and composition of public auth- 
ority expenditure. 

We are led to the general conclusion that the ratio of tax collee- 
tions to national income is an incomplete measure of the weight of 
taxation, even for comparative purposes. Nevertheless it is a first 
approximation, and further results in this field would seem most 
likely of attainment if the approach were developed along some 
of the lines indicated above. 


R. C. GATES. 
Umversity of Sydney. 


15. For a consideration of these and other limitations of the concept of the ‘“‘hurden” 
of taxation, see Schwartz, “The Significance of Fiscal Statistics” in Journal of the Royal 
Statistical Society, part II, 1942. In the discussion on the paper, however, Shirras holds 
to the view that the burden placed on the citizen by the financing of the state, considered 
apart from the advantages derived from public expenditure, may be measured adequately 
for Pas mgr Sa purposes by calculating the proportion of taxation to net national income 
at factor cost. 
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“THE CHARIOT WHEELS OF THE CENTRAL 
GOVERNMENT” 
DEAKIN’S PROPHECY OF 1902 


It has become almost a convention that in any serious discussion 
of the financial relations of the States and the Commonwealth a 
reference should be made to what is now called Alfred Deakin’s 
‘“famous’’ prophecy of the shape they would ultimately assume: 
the States ‘‘legally free, but financially bound to the chariot wheels 
of the central Government’’. Long before the imposition of uniform 
taxation of income in 1942, that prophecy was frequently regarded 
as having been fulfilled; and whatever follows from the offer by 
the Prime Minister of the Commonwealth in July 1952 to restore 
to the States the possibility of imposing their own income taxes it 
does not seem likely that Deakin’s vision will seem less inspired, 
or be less frequently quoted. Yet in none of the references to it 
which I have seen is knowledge shown of the circumstances and 
context of a prophecy which has become almost a historical legend. 
It seems to have become generally known after the publication 
in 1923 of Walter Murdoch’s Alfred Deakin—A Sketch in which 
he quoted (p. 234) a paragraph of six striking sentences, with the 
reference ‘‘Letter to Morning Post, April 1, 1902’’. From this 
source, directly or indirectly, all later references seem to be derived. 
Striking as these sentences are (they are italicized in the article 
below) they comprise but a paragraph from a long article, itself 
but one of a series on the same theme. It is a historical document 
of such considerable interest that Australian students should be 
able to refer to it directly. 

The circumstances of the original composition of this document 
are of unique and curious interest in themselves. The prophecy 
has always been quoted as Deakin’s. It has not perhaps been 
generally realized, though it could have been gathered from Mur- 
doch’s book, that the letter to the Morning Post was not signed by 
Alfred Deakin, then Attorney General of the Commonwealth, but 
was one of a series of articles by the Australian Correspondent of 
the Morning Post, ostensibly writing from Sydney. Now Alfred 
Deakin, of Melbourne, and the Australian Correspondent of the 
Morning Post, of Sydney, were physically the same person. But 
the bold speculations of the second did not always express the views, 
far less the hopes, of the first. 

The full story of Deakin’s association with the Morning Post 
as Australian Correspondent from the end of 1900 to late in 1914, 
without a break through all the years when he was Attorney 
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General, Prime Minister, or Leader of the Opposition in the Parlia- 
ment of the Commonwealth will some day be told. It can be said 
here that arrangements for a weekly, strictly anonymous, Australian 
news-letter were originally made as a result of conversations in 
1900 when he was in London as a member of the delegation sent 
to watch the passage of the Commonwealth of Australia Bill 
through Parliament. The secret was known to a very few friends 
in England and Australia. In later years there were one or perhaps 
two Australian collaborators, but it may be assumed that in 1902 
Deakin was the sole author. Until late in 1911 there were regular 
weekly letters of up to 3,000 words or more; from then until they 
ceased in October 1914, a letter every three weeks. They comprise 
a contemporary political history of the early Commonwealth whieh 
would run to many substantial volumes, the incidental work of a 
man who (as his political foes of that period would have been the 
first to admit) was beyond question the busiest single figure in 
Australian politics from 1901 to his retirement in January 1913. 

These remarks are intended merely to introduce a document 
which has been so often quoted, so seldom read. But one comment 
may be permitted for those who are concerned with it as history 
rather than as an eloquent source of quotation. 

While most readers of Deakin’s words will be concerned simply 
with their substance, some may notice a point which concerns his 
own political principles. For one of the principal architects of the 
Commonwealth, pledged a hundred times to a federal as against 
a unitary system, to express such opinions so confidently after little 
more than a year from its foundation might seem to be more than 
cynical. Had Deakin, already foreseeing the situation he describes, 
misled the people of his own colony, Victoria, who certainly believed 
that a Federation was to be established in which the constitution 
would safeguard the independence of the States? I think the 
answer is in the negative, for reasons which can be indicated 
though not discussed here. It must be remembered, in the first 
place, that there was a fundamental difference between the financial 
provisions of the constitution submitted to the electors at the refer- 
endum of 1898 and of that of 1899. In the constitution as it left 
the Convention the ‘‘Braddon clause’’ required the return to the 
States by the Commonwealth of three-fourths of the customs revenue 
in perpetuity. After the failure to reach the 80,000 affirmative 
votes required by the Parliament in New South Wales, one of the 
concessions made and incorporated in the constitution submitted 
to referendum in 1899 was the limitation of the ‘‘Braddon clause” 
to a period of ten years from the establishment of the Commo 
wealth, ‘‘and thereafter until the Parliament otherwise provides’. 
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Deakin had supported the principle of the original Braddon clause, 
as reference to the debates of the Sydney and Melbourne sessions 
of the Convention will show. The Morning Post article, and others 
written about the same time, show that he had appreciated that in 
the long run the change could be of fundamental significance— 
indeed, to him of greater significance than to a later generation, 
since there was then no serious thought that the main source of 
Commonwealth revenue would be anything but the tariff. 

In the second place, a key phrase is his reference to passing 
“through the Federal crucible’. How that process might affect 
the relations of States and Commonwealth no one could well foresee 
before the federation was established. A year of office at the centre 
of the system had clarified some of Deakin’s notions on this point 
as practical questions of state and commonwealth powers presented 
themselves, and the shape of federal politics began to emerge. He 
had begun to experience what he had hitherto only been able to 
think about in the abstract: the fact that the Commonwealth was 
more than the sum of what had been formally transferred from 
the States. The Morning Post articles gave him an opportunity to 
follow out the possible consequences, without necessarily committing 
himself either to approving all of them or desiring to hasten their 
arrival. ‘‘Mr. Deakin,’’ he was (as ‘‘the Australian Correspondent’’) 
to write some five years later, ‘‘remains a convinced Federalist, 
though he has recognized from the outset the necessity of allowing 
the Commonwealth to assume its full powers only by accretion— 
that is to say gradually as a normal growth. He seeks to establish 
its paramount authority by degrees, cautiously but firmly relegating 
the States to the new spheres prescribed for them by the Consti- 
tution.’ (Morning Post, 28 September 1907.) 


J. A. LA NAUZE. 
University of Melbourne. 


[This article ‘‘From our Special Correspondent, Sydney, April 
1”, appeared in the Morning Post (London) on 12 May 1902. <As 
«plained above, the Special Correspondent was Alfred Deakin, the 
Attorney General of the Commonwealth in the Barton govern- 
nent; the Sydney address was one of the precautions taken to 
meeal his identity. Headlines have been omitted, and some sec- 
lions concerned with detailed matters of contemporary politics are 
simmarized within square brackets. ] t+ 
‘The persons mentioned, and the offices they held at the time the article was written, are: 
Alfted Deakin (Victoria), 1856-1919, Attorney-General of the Commonwealth; (Sir) Edmund 
ton (New South Wales), 1849-1920, Prime Minister of the Commonwealth; (Sir) Robert 
Philp, 1851-1922, Premier of Queensland; (Sir) Elliot Lewis, 1858-1935, Premier of Tas- 
Mania; (Sir) Richard Butler, 1850-1925, Treasurer of South Australia; Thomas Waddell, 


1854-1940, Treasurer of New South Wales; (Sir) George Reid, 1845-1918, Leader of the 
Opposition in the Commonwealth Parliament. 
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‘‘Who shall be master—the States or the Commonwealth! 
Our constitution divided the political power of Australia between 
them but it left quite open the question of ultimate supremacy, 
and, indeed, assumed that there would be nothing of the kind. The 
Federal domain was carved out of that of the States at the popular 
behest and against the wishes of their administrations and legis. 
latures. This has first to be effectively occupied and then must 
either continue to grow at their expense or the Federal Parliament 
must consent to an invasion of its prerogatives. Under our condi. 
tions, either one or the other must rule. In certain disputes no 
doubt the Privy Council with the High Court will define with legal 
precision the exact inheritance of each under the Imperial Act 
establishing the Union, but much more remains to be settled, and by 
other means. A new boy at a public school has his place in clas 
allotted to him, but he must win his way among his fellows outside 
and attain his real rank among them by fighting for it. So the 
Commonwealth could only make its authority good and could 
only extend it by force. Ever since its inauguration fifteen months 
ago it has been asserting its rights as against those of its component 
colonies, who had enjoyed up till then a practical independence. 
The trial of strength has proceeded quietly, but with steadily 
increasing stress and strain, until at last it is about to culminate 
in an open wrestle for mastery. 

In the first instance there have been encounters between the 
Federal Parliament and individual States on particular proposals. 
The Ministry and Legislature of Queensland sought for the indefinite 
retention of Kanaka immigration, Mr. Philp and one or two mem- 
bers associated with the sugar planters personally visiting Melbourne 
to plead their cause. They failed so utterly that not a handful of 
supporters could be rallied in the House, and a barely respectable 
minority in the Senate. The next State that met in open combat 
was Tasmania. Mr. Lewis, supported by a majority of his Legis 
lature, protested in vain against the refusal of the Federalised 
Post Office to carry to Hobart the remittances from all parts of 
the continent of those who desired tickets in the great ‘‘Tattersall’s” 
lottery established under a local law. The electors of the island are 
apparently equally indignant at what they consider to be a Federal 
invasion of their self-governing rights, for they have just returned 
to the House in place of the late member, who was adverse to the 
lottery, a new representative who is heartily in favour of it. Yet 
the House of Representatives for its part is even more unanimous 
against allowing the Post Office to be made a means for continuing 
in Tasmania the gambling which has been prohibited in every other 
State than it was in putting a period to the introduction of Pacific 
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jsand labourers from the South Seas. Other complications are 
now brewing. 

Some months ago, a conference of State Premiers met at the 
invitation of Mr. Barton to discuss the proposal made in his 
Property Acquisition Bill to pay the States for the properties taken 
over from them by the Federation with the Customs and Post Office. 
He offered something very like a mere book entry. Naturally 
enough, they declined to accept it or anything less than cash. They 
had expended large sums of borrowed money on the buildings and 
works of the transferred departments, and would still be required 
to pay interest on them. Why should they retain the liabilities 
when he took the assets? Incidentally they commenced to discuss 
other questions in which their joint interests were being affected by 
Federal aggressions and to concert measures for united and sys- 
tematic resistance to each and all of them. Nothing was finally 
agreed then, but it was understood that the conference would 
assemble again at the end of last year, and the Prime Minister 
was lately requested to call the State Premiers together. This, how- 
ever, he distinctly declined to do. If the Premiers chose to meet 
he would be happy to receive any representations or lend any 
assistance they might desire, but his Ministry was not prepared 
to meet them officially or on an equality as if the transaction of 
Federal business belonged to any other than Federal representatives 
deeted for the purpose. His Cabinet and those of the States might 
properly consider together the completion of bargains between the 
Commonwealth and the States as such, but could not expect to 
discuss in the same fashion any legislative or administrative matter 
within the powers of the Federal Parliament. Considerably dis- 
concerted by this reminder of the difference of their spheres of 
action the Premiers, who had hoped to constitute themselves an 
Advisory Board to the Commonwealth, have not been able to rally 
since this polite rebuff. A great deal of correspondence has passed 
between them and a number of dates have been tentatively fixed, 
but so far no definite appointment has been made. The conference 
will meet before long, and will not be the last at which an attempt 
will be made to patch up an alliance, offensive and defensive, be- 
tween the States Parliaments and Cabinets as against the Parlia- 
ment and Cabinet created by the Union between the electors of all 
the colonies in the Commonwealth. 

The weakness of any such combination lies in the circum- 
stance that on many matters the State Ministries are hopelessly 
divided among themselves. Queensland alone wishes to retain Kanaka 
immigration, Tasmania alone is anxious to preserve ‘‘Tattersall’s’’ 
sweeps, just as in the tariff scramble South Australia alone seeks 
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for a protective duty on salt, and Victoria on matches. All the 
remainder are in each instance antagonistic. It is therefore on few 
subjects only that organised action of the States is possible, and 
even in these instances the final word lies not with their Cabinets 
but with the electors of Australia as a whole, and with the majority 
in the Parliament representing them. The vapourings of the Pre. 
mier of Queensland, the polite protests of Mr. Lewis, the laments 
of Mr. Butler as Treasurer of South Australia, or of our own Mr. 
Waddell, are of no avail. Power has departed from them, and they 
are just discovering the fact. They might have been lulled in their 
repose a little longer had not the policy of pin pricks instituted 
by Mr. Philp assisted to hasten the inevitabie, and to tear away 
the mask that concealed his impotence and that of his fellow- 
Premiers. States in the great Republic are not overpowered by 
Congress, because their direct taxation is sufficient for their ow 
needs, while the provinces of the Canadian Dominion enjoy under 
the British North America Act fixed annual subsidies from Ottawa. 
Their finances are thus solely under their own control, and their 
independence is safeguarded against aggression. In addition to 
this, both States and Provinces are practically free from debt. 
Neither undertakes the many risks of State railways, waterworks, 
or the many minor enterprises which the Australian colonies have 
provided for their citizens at public expense. The Australian 
States have thus incurred liabilities the annual interest on which 
absorbs more revenue than they have been accustomed to raise, or 
are likely to raise, by direct taxes. They are therefore dependent 
on receipts from the customs, which are now out of their hands, to 
pay their way; in other words, they are dependent on the Common- 
wealth. It is true that for ten years to come they are entitled to 
a certain proportion of the duties collected by the Federal Depart- 
ment, but this is already insufficient to maintain their existing 
establishments. After the decade they will be able to claim nothing 
as of right, and must be content with any amount the Federal Parlia- 
ment chooses to spare them. Subject, therefore, to the consent of 
the voters of Australia, the independence of our States is doomed. 

The importance of the refusal of the House of Representatives 
to impose duties on tea and kerosene is that for the first time it 
demonstrates to the astounded politicans of the States the flimsy 
financial foundation on which they have been resting. Mr. Barton’s 
election programme last year was properly Federal in its provisions, 
and so far was it endorsed by Mr. Reid that the several local 
treasurers had come to rely on its general acceptance as a matter 
of course. They had counted without the Labour Party, without 
Mr. Reid’s defection for strategic purposes, and without the Protec 
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tionist dislike to (sic) merely revenue duties. The shock received 
has consequently been sudden and severe. The reflections it has 
begotten have been most uncomfortable. Assuming the Senate to 
accept the policy adopted by the House, every State budget will 
require to be revised. Their financial years will close on the 30th 
of June, with a quarter’s loss on two of their chief revenue-producing 
imports. The prospects for next year will be still more alarming. 
Mr. Barton has announced that, should experience demonstrate the 
failure of the reduced tariff, to meet the necessities of the less 
populous States, he will again propose those imports or some sub- 
stitute for them. But should he submit them they need not be 
passed. He had been defeated now, and may be equally unsuccessful 
then. It will not be safe for the States to count on any addition to 
their incomes. They must cut their coats according to their cloth as 
it is now diminished. All that the Prime Minister’s promise does 
is to introduce an element of embarrassing uncertainty into their 
calculations, which must be the despair of prudent, and may be the 
apology of reckless, treasurers. 

The Federal Parliament—if its Chambers agree together— 
having tasted the sweets of supremacy—will not consent to finance 
the local treasuries except for value received. If it provides money 
for the States it will exact tribute from them in some shape. As the 
power of the purse in Great Britain established by degrees the 
authority of the Commons, it will ultimately establish in Australia 
the authority of the Commonwealth. The rights of self-government 
of the States have been fondly supposed to be safeguarded by the 
Constitution. It left them legally free, but financially bound to 
the chariot wheels of the central Government. Their need will be 
its opportunity. The less populous will first succumb; those smitten 
by drought or similar misfortunes will follow; ‘and, finally, even 
the greatest and most prosperous will, however reluctantly, be 
brought to heel. Our Constitution may remain unaltered, but a 
vital change will have taken place in the relations between the 
States and the Commonwealth. The Commonwealth will have 
acquired a general control over the States, while every extension 
of political power will be made by its means and ‘go to increase its 
relative superiority.* 

Anticipations of this kind, even if premature, have their uses. 
They explain many incidents otherwise irrelevant and point the 
direction in which the current of events is now sweeping. The 
political cireumstances of Australia are singular and its develop- 
ments are persistently misinterpreted by misleading analogies. Our 
economic situation differs absolutely from that of the United States 


*These are the sentences (not italicized in the original) quoted by Murdoch, op. cit. p. 234. 
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or Canada in their earliest years or at the present time. Doubtless, 
our history, like theirs, will prove progressive, but it will be by 
different paths. When our droughts are dissipated or provided 
against, when our tariff is passed, and when necessary reductions 
of public expenditure have been insisted on, we shall have at least 
as favourable prospects before us as they had when they set up 
housekeeping. But in the meantime we have to pass through the 
Federal crucible, from which we shall emerge with our States sub. 
ordinated and with their institutions and political parties trans- 
formed, in some cases almost out of recognition. The process has 
already begun, although scarcely anyone seems to be aware of it. 
The narrow prejudices, the petty jealousies and miserable envies of 
our days of division have to be gradually crushed out under the play 
of the Federal forces that were created by union, but at present 
they exist and require to be allowed for. 

[There follows a discussion of the problem of the use of the 
river Murray waters, and of the difficulties of getting any agreed 
action among the states. ‘‘Terms will be insisted on by our (ie. 
N.S.W.) provincialists which the sister States cannot accept, and 
are not intended to accept. The whole enterprise is to be blocked 
if possible.’’] 

It is doubtful if any of the States concerned will agree to remit 
the settlement of the question to the Commonwealth unless it were 
simply to give effect to a bargain between them complete in all its 
details and meeting with Federal approval. Such a bargain appears 
impracticable on the part of this State [i.e. N.S.W.] unless on im- 
possible conditions. We have reached a deadlock. Those who criti- 
cize the divagations of the Federal Parliament with scorn have 
reason to note how entirely incapable even three of the States are 
of arriving at an agreement in regard to a plain practical under- 
taking offering splendid prospects of permanent advantage to large 
portions of their territories. The Commonwealth may not work 
without a prolific crop of friction, blunders and heart-burnings, but 
at all events it does work, and, as reiterated experiences prove, is 
palpably the one and only way in which the States can be brought 
to act together. Aut Caesar aut nullus.’’ 
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PREMIUMS ON INTERNATIONALLY-TRADED 
SHARES’ 


I. Types of Investors. 
II. Conditions for Emergence of Premiums. 
III. Conditions Determining Amounts of Premiums. 
IV. Decline of These Influences in New Zealand. 
V. Summary and Conclusion. 


I 


Investors may for the purposes of this article be classified into 
four main types, though in all probability the average investor by 
no means belongs solely to one class: 


(a) The income-conscious investor aims at arranging his assets 
so as to achieve a steady income in the future, and he gives com- 
paratively little thought to the future capital-values of his assets. 
His requirements may be met by investing in bonds, debentures, etc., 
but if he thinks prices generally are rising he may aim at a steady 
real income rather than a stable money income by keeping a portion 
of his investments in the form of shares (ordinary or preference). 
He will not do this, of course, unless the yield from, the shares (after 
allowing for any difference in taxes payable on his income) is 
greater than alternative yields from bonds by an amount sufficient 
to compensate him for any possible risk of default by the share- 
issuing company. (The margin needed is greater the higher the 
earning capacity of—and the greater the reliance on debentures 
and other fixed interest charges in the financing of—the issuing 
company.) The section of the investing public which shifts most 
frequently between bonds and shares is in general the income- 
conscious investor. 

(b) The entrepreneurish-investor (who values share investments 
mainly because of the controlling interest they might potentially 
give him in the business he invests in) seeks mainly ordinary shares. 
Such controlling interests are by no means always acquired by a 
series of stock exchange purchases but not seldom by private treaty 
with certain large shareholders of the companies concerned. 

(ec) The capital-conscious investor aims at maintaining—and 
possibly increasing—the money value of his capital stock; assurance 
companies, for instance, need their capital only in the remote future 
and incline therefore towards fixed-interest obligations with suitable 
fixed maturity-dates, except of course in times of rapidly-rising 
prices. Other capital-conscious investors require money for expan- 
sion plans within a few years, and so incline towards liquid 


1. The author desires to express appreciation of assistance in the preparation of this 
article received from his elder son, Edward Q. Neale. 
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investments such as mortgages, Government and local-body debentures 
of short currency, and the like. 

(d) The speculative investor deliberately seeks capital gains; 
therefore he picks (at some risk of capital losses) those investments 
which are most likely to rise in price on the stock market in the 
near future; usually ordinary shares in times of rising prices, as 
the assets of the company concerned appreciate almost automatically 
as prices rise. Speculators in extreme cases turn shares into virtual 
gambling counters, the current prices of which are related less to 
anticipated company earnings than to the speculator’s expectations 
of what the market price of the shares will be in the near future. 


II 


Shares quoted on the stock exchanges of more than one country 
are likely to be especially attractive to the speculative investor in 
that they may offer greater possibilities of substantial capital gains, 
because of possible future alterations in exchange rates, because of 
genuine differences of productivities in the countries concerned, or 
for a variety of other reasons. 

Where exchange control prevents free interchange between 
share markets in different countries, a premium (or discount) on 
oversea securities (relatively to oversea prices converted at the 
official exchange rate) emerges whenever those securities are regarded 
as more (or less) desirable than local shares. 

Between the beginning of World War II and October, 1947, 
the few specific non-sterling securities remaining unrequisitioned in 
the United Kingdom could be bought and sold between United 
Kingdom residents at a negotiated sterling price which differed from 
the foreign price converted at the official exchange rate. The pre- 
mium (or discount) was not, however, uniform for all stocks 
answering this description, depending as it did on the relation 
between the United Kingdom demand for, and supply of, that 
particular holding. 

Within about three months after October, 1947 (when a con- 
siderable degree of free dealing under licence between United King- 
dom residents in non-sterling securities was restored), the premiums 
just mentioned became assimilated to each other within fairly narrow 
limits. This development was helped in that at the same time foreign 
securities could once more be sold overseas, though admittedly subject 
to the remaining restriction that the proceeds must either be at 
once transferred to the British Treasury at the official rate, or 
promptly reinvested in securities in the country in terms of whose 
currency the original security was expressed. 

Since October, 1947, a dollar premium (in the sense of an excess 
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over the sterling equivalent of the United States share price at the 
official exchange rate) has existed for the great majority of the 
United States shares quoted on the London stock exchange. Thus, 
on 2nd October, 1947, when the official exchange rate was £{UK1 = 
$4.03, the securities dollar rate for the United Kingdom was $3.50, 
indicating a premium of 15 per cent. Again, on 16th September, 
1949, two days before devaluation, the securities dollar rate for the 
United Kingdom was $2.96, indicating a premium of 36 per cent. 
Finally, on 5th October, 1949, rather more than a fortnight after 
devaluation, the rate of the securities dollar was $2.50, equivalent 
to a premium of only 12 per cent over the new official exchange rate 
of £UK1 = $2.80. 

By September, 1948, the existence of this premium had been 
recognized by the Inland Revenue Department of Britain in check- 
ing valuations of shares for probate purposes, and it was being quoted 
daily by the London stock exchange. 

Prior to sterling’s devaluation in September, 1949, there were 
many in Britain who believed that the dollar premium was an accu- 
rate measure of the extent to which the official exchange rate over- 
valued sterling. The error of this view is proved by the fact that, 
though the actual devaluation (by 30.5 per cent) was larger than 
most people in Britain had anticipated, the dollar premium did not 
entirely disappear (as the figure quoted above for October, 1949, 
amply shows). Actually a dollar premium is the resultant of dif- 
ferent stresses, some of which favour a premium and others a dis- 
count. 

III 


It is perhaps not generally known that of the share transactions 
effected on the New Zealand stock exchanges (of which there are five) 
approximately one half are in respect of shares of companies with 
Australian head offices. 

In general the controls imposed by the authorities on the remit- 
tance abroad of the proceeds of sale of shares, ete., are less rigid as 
between Australia and New Zealand than they are as between Britain 
and U.S.A. 

On 19th August, 1948, New Zealand resumed exchange parity 
with Britain, Australia not following suit. In consequence exchange 
rates between Australia and New Zealand have since that date 
approximated £A125 = £NZ100. 

There are a number of parallels between the share price differ- 
ences between U.S.A. and Britain and those between New Zealand 
and Australia. Most Australian securities have for some time been 
bought in New Zealand at a price which is not equal to Australian 
Prices of the same securities converted at the official exchange rate. 
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The premium differs according to the relationship between the New 
Zealand supply of, and demand for, that particular holding. On 
ten selected shares the average premium rose from 12 per cent to 
18 per cent between May and July of 1950, closely approximating 
to 20 per cent in September of that year; since then it has dropped 
to about 5 per cent. The premiums payable for Australian shares 
in New Zealand have usually been greater when Australian prices 
have been low, and smaller when Australian prices have risen. At 
the end of September, 1951, when permiums on Australian shares 
in New Zealand averaged about 10 per cent, the amounts of the 
premiums differed not inconsiderably as between the shares of dif. 
ferent issuing companies :— 











~ 
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5 < 73) z < Actual per cent 
A.C.I. 58/3 46/7 51/6 4/11 9.5 
B.H.P. 52/- 41/8 45/6 3/10 8.4 
Col. Sugar £59 £47/4/- £52 £4/16/- 9.2 
G. J. Coles 23/- 18/5 21/- 2/7 12.3 
Woolworth 22/6 18/- 20/1 2/1 10.3 





That the premiums have dropped is further accounted for by 
the generally reduced demand for shares that took place with last 
year’s drastic Australian budget, hardening interest rates, the in- 
erease of international tension, and further drops in wool prices. 

War-time restrictions on New Zealanders remitting money over- 
seas to a large extent still remain, but they are less drastic than 
those still applying between U.S.A. and Britain. A premium 
Australian securities on the New Zealand stock exchanges is likely 
to remain as long as these restrictions are maintained. 

It is now permissible for New Zealanders to sell certain overseas 
securities within the sterling area and to use the proceeds for what 
ever purpose they desire. Restrictions still remain on the sale of 
overseas securities outside the sterling area and on the sale of New 
Zealand securities overseas. Subject to Reserve Bank permission, 
New Zealand securities may be sold overseas, provided the proceeds 
are remitted to New Zealand through normal banking channels. 

Had the premium on Australian shares in New Zealand reached 
25 per cent it could have been interpreted as showing universal 
acceptance in Australia and New Zealand that the exchange rate 
between them would almost immediately return to parity. Sueb 
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an interpretation would have been correct only if official exchange 
rates (present and future) are the sole factors influencing the prices 
of internationally-traded shares. Actually the following influences 
have all operated, according to M. S. Rix:? 


(1) Exchange Factors Fundamental to All Transactions in Over- 
sea Shares: 


(a) Official Exchange Rates. It is the official exchange rate in 
which United Kingdom buyers of U.S.A. shares or New Zealand 
buyers of Australian shares are primarily interested, because they 
are the rates at which income in one country is converted into 
income in another. Under exchange control, a premium (or dis- 
count) in one country on the shares of another country indicates 
a disparity between the exchange rate at which the capital is bought 
and that at which the income is transferred to the recipient thereof 
(and hence a difference in yield arises as compared with local 
markets). 

If an overseas currency is thought to be either over- or under- 
valued in terms of one currency, on account of economic or political 
factors, existence of a discount (or a premium) on such securities 
may reflect anticipation of a change in the official exchange rate 
liable to cancel, reduce, or even over-correct the disparity between 
the ratio of income to capital in the two markets. 


(b) Convertability Preferences. A premium exists apart from 
(a) whenever preference is shown for external as compared with 
local securities, so long as exchange control prevents arbitrage opera- 
tions in currency differences and so prevents equalization (within 
narrow limits) of prices in all markets. 

If dollars are in fact preferred to sterling, and cannot be bought 
from the authorities at the official rate, they will command a suitable 
premium in any free market open to them. The stock market’s view 
of the suitability or otherwise of the official exchange rate for con- 
version of current income is only one element in the total situation 
affecting that rate. 

The value of money depends not only on the quantity of goods 
which money will buy but also on the variety of things on which 
that money is effectively spendable. Convertibility is no less im- 
portant than money’s worth, and dollars have for several years 
enjoyed on the demand side a convertibility preference as compared 
with sterling. 

The securities dollar is merely a dollar’s worth of U.S.A. securi- 
ties. It is less generally useful than a monetary dollar and does 
not gain full marks for convertibility preference. It is, however, 


2. Economic Journal, Dec., 1950, pp. 686-696. 
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the next best thing available for United Kingdom residents to hold 
more or less indefinitely, having regard to the fact that money dollars 
coming into the hands of a United Kingdom resident must be surren. 
dered at once at the official rate. The security dollar has bee, 
superior to the money dollar in that its holder can choose his own 
time to sell it to the United Kingdom control, to sell it on a United 
Kingdom stock exchange when an attractive price offers for it, o 
alternatively to retain it more or less in perpetuity. 

Similarly in New Zealand, Australian—and for that matter 
United Kingdom—securities enjoy a convertibility preference over 
New Zealand securities with the added advantage as compared with 
dollar securities in Britain that if sold abroad the proceeds do not 
have to be surrendered to the New Zealand Reserve Bank (as in Bri- 
tain they would require to be surrendered to the Bank of England 
unless the proceeds were re-invested). 

It can be seen, therefore, that to a certain extent Australian (and 
other overseas) securities have become a medium of exchange in 
New Zealand. 

The premiums commanded from time to time by Australian 
shares on the New Zealand stock exchanges vary in part according 
to expectations regarding future exchange rates. Any improvement 
in the price of wool encouraged the belief that Australia had reached 
a position where she could follow New Zealand in restoring her 
exchange rate to parity with sterling, and consequently affected New 
Zealanders’ expectations as regards the terms on which they might 
expect to receive their future incomes from Australian investments. 
Every fall in the price of wool had the opposite effects. Every pro- 
nouncement by Australian politicians, or by any of the economic 
advisers to the Australian Government, about policy in this matter 
has affected New Zealand investors’ judgment. 

The peak of the New Zealand export price index for wool wa 
reached in the first quarter of 1951. The figure dropped spectact- 
larly to less than half that level in the following quarter. It would 
have been expected that the maximum expectations of a restoration 
of the Australian exchange rate to parity with sterling, as reflected 
in the New Zealand stock exchange premium on Australian shares, 
would have occurred at such a time instead of about September, 1950. 
Actually, however, utterances of Australian Government advisers, 
such as Sir Douglas Copland, against restoration of the Australia 
exchange rate to parity with sterling were published from late i 
May of 1950, changing by March, 1951, to open advocacy of a free 
(instead of a fixed) exchange rate for Australia. 

New Zealand investors generally feel a marked convertibility 
preference for Australian as compared with New Zealand securities. 
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(2) Technical Factors Reflecting the Investment Merits of Overseas 
Shares Either in the Aggregate or Individually: 


(a) Yields. There is a widely held view (hard to prove or dis- 
prove statistically) that ordinary shares in U.S.A. companies pay 
higher dividends than shares in similar United Kingdom companies. 
A contributing factor to this belief has been the fact that U.S.A. 
companies (unlike those of Britain) have not been subjected to any 
dividend limitation policy. It is common knowledge, too, that 
ordinary share dividends are on the whole higher with Australian 
than with New Zealand companies. 


(b) Tax Relief Considerations. United Kingdom taxpayers who 
are holders of U.S.A. debentures and of U.S.A. preference shares 
are in the same position as if they held United Kingdom shares. 
United Kingdom holders of ordinary U.S.A. shares have been in a 
favoured position in that they have been able to obtain credit for 
a proportion of the taxes paid by the U.S.A. companies to the Federal 
Government before dividend declaration. 

There is no such anomaly as between New Zealand and Australia 
in that incomes of all kinds derived by a New Zealand resident 
are exempt from income tax if the New Zealand Commissioner of 
Taxes is satisfied that the income is ‘‘chargeable’’ (whether or not 
it be actually ‘‘assessed’’) with income tax in another British 
country where the income arises. Persons other than New Zealand 
residents are not assessable in New Zealand except on income derived 
from New Zealand.’ 


(ec) Market and Cyclical Influences. Wall St. and the London 
markets by no means always move in the same direction, much less 
to the same extent. If it is feared that U.S.A. prices are too high 
to last, steady pressure to sell in London would depress any pre- 
miums. On the other hand, expectations of steady inflation in 
US.A. might raise the United Kingdom demand for U.S.A. shares. 

It is commonly held that inflation has gone further in Australia 
than in New Zealand. 

Comparison of the September and October, 1949 UK-USA 
exchanges (already quoted) suggests that the anticipation factor 
(= expectation of a revised official rate) never accounted for more 
than half the premium between London and New York. 


IV 


Differences between the premiums on various U.S.A. securities 
were reduced sharply just as soon as such securities became freely 
interchangeable, rendering one securities dollar as useful as another 


* 7. A. Cunningham, Taxation Lawe of N.Z., pp. 426-7. 
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just as any shilling is as useful as any other to a United Kingdom 
resident. So long as United Kingdom holders of U.S.A. securitie 
are free to switch them in local or in U.S.A. markets at choice, 
arbitrage among London holders prevents the existence of any very 
substantial differential premiums. 

Any preference for one U.S.A. security rather than another 
appears in the sterling price only if it causes movements in the 
U.S.A. price. On the other hand, the degree of preference for 
U.S.A. securities—compared with United Kingdom securities gener. 
ally—is reflected in movements in the dollar premium, the premium 
on any one day being the equilibrium-price at which the total quan- 
tity of U.S.A. securities bought and sold is equal, as measured by 
aggregate dollar values. 

Similar influences operating between. Australia and New Zealand 
limit the range of premiums quoted earlier in this article. The pre 
miums on Australian shares payable in New Zealand vary from time 
to time as regards any particular security issue, and also at the 
same time as between different securities, mainly on account of 
varying estimates by the public of the future prospects of particular 
industries or of particular films in that industry, depending on 
press reports, notices to shareholders by the companies concerned, 
and various other sources of information regarding the company. 
Rumours about changes in dividend rates, prospects of bonus issues 
of shares, and the like, are all powerful influences in this field. 

Gradual lifting of exchange controls and relaxation of import 
restrictions have had the effect of reducing the New Zealand pre 
mium for Australian securities since the end of 1950, though there 
was a short period when these premiums increased when overseas 
premiums were in special demand as a convenient means of obtaining 
sterling funds for ‘‘non-remittance’’ licences for the importation 
of motor vehicles, spirits, wines, etc. 


V 


Where exchange controls exist premiums on overseas shares 
emerge whenever (a) overseas shares are considered more desirable 
than local shares and (b) the forms of control are not so strict as 
to prohibit the sale in one country of the shares of another country. 

In such circumstances internationally traded shares assume t0 
an unusual degree many of the traditional functions of money, 
becoming a means of transferring purchasing power, a standard for 
deferred payments, and so on. 

The premiums mentioned throughout this article, of course, relate 
to actual market prices and do not take into account the brokerage 
charges which buyers of shares have to pay. Brokers undertaking 
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arbitrage business do not do so for nothing, and consequently part 
of the premiums can be accounted for by this consideration. It is 
probable, however, that this element would not account for more 
than a 2 per cent premium at most. 


N.Z. Premiums on Australian Securities. 
(As at Commencement of Each Month) 





1950 19st 1952 


E. P. NEALE. 


Auckland. 








THE MASTER BAKERS ASSOCIATION OF 
N.S.W. 1926-1939" 
I. Introduction. 
II. Structure of the Industry. 


III. Pricing Behaviour in the Industry. 
IV. Survey of Association Activities in Support of its Policies. 


I 


In common with most other Trade Associations, the Master 
Bakers Association of N.S.W. conducts two main types of activities 
which are of particular interest to economists, namely: (a) the 
provision of services more efficiently conducted by a central body; 
and (b) ‘‘monopolistic’’ activities. 

With (a) we are not much concerned in the present study, 
though we should stress the fact that it is an important part of the 
Association’s activities. This should be kept in mind in the following 
discussion lest undue weight be given to those ‘‘monopolistic’’ activi- 
ties which we find more interesting. The division is sometimes diff- 
cult to maintain, but the most important of these services seems to 
have been the handling of industrial disputes, both through the 
several arbitration courts, and by direct bargaining with unions. 
With two unions in the industry—Bread Operatives and Bread- 
carters—the importance of this is easily appreciated. There is also, 
however, an extensive miscellany of other services, in the shape of 
provision of commercial and technical information,? negotiations 
with other business organizations, approaching such governmental 
bodies as price commissioners and the like: in general lobbying for 
bakers’ interests. 

(b) Turning to the ‘‘monopolistic’’ practices, we find that right 
through our period the avowed policy of the Association has been 
the elimination of price cutting, and the securing of a fair return 


1. To avoid tedious reference to footnotes, it has been decided not to make detailed 
references, other than to points where controversy might arise. The study, however, owes 
much to the Third Report of the (Commonwealth) Royal Commission on the Wheat, Flour 
and Bread Industries—April, 1936; and to the two trade journals The ‘Australasian Baker’ 
and Millers’ Journal (incl. The Pastrycook and Caterer), Sydney and Melbourne Publishing 
Co. Lid., Sydney (1926 to date) and The Master Baker of Australasia, the Official Journal 
of the Master Bakers Association of N.S.W. (Vol. 1, 1930, to date). Useful material was 
found also in other official reports, including Prices of Bread, Report of P. J. Dunworth, 
Auditor, State Audit Department, on the Costs of Production and Distribution, November, 
1937; Report of the Industrial Commission of N.S.W. into the Making and Baking for 
Sale and Pelivery of Bread within the County of Cumberland. Supplement to the N.S.W. 
Industrial Gazette, May, 1945; Report of the Royal Commission of Inquiry (Sir Herbert 
William Gepp, Kt) into Bread Prices in tha State of N.S.W. (Metropolitan Area), 1935; 
Report of the Royal Commission of Inquiry (Mr. Justice Piddington) into the Price of 
Bread. County of Cumberland 1931-82. Some statistics were obtained from the Official 
Year Book of the Commonwealth of Australia; the N.S.W. Statistical Register; and the 
N.S.W. Department of Labour and Industry and Sccial Services Reports of the Chief Inspector 
of Factories on the working of the Factories and Shops Act of 1912. N.S.W. Parliamentary 
Debates, Second Series, Vols. 107-161, alsc contained relevant material. 

2. Recently (1948) the Association (since 1943 called the Bread Manufacturers Ass0- 
ciation) established in Sydney a Bread Research Institute for this specific purpose. 
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to members by maintenance of a minimum price. Over the course 
of the years there has been built up in the industry a strong feeling 
that each baker is entitled to his fair return and that, therefore, he 
should be allowed to pursue his business without undue interference 
such as would be caused by ‘‘vicious’’ cut-throat competition. It is 
this feeling which has been the guiding light of Association policy. 

As a background to our survey of the application of this policy, 
we need to examine in some detail the peculiar structure of the 
industry. ; 

II 

The structure of the industry is an interesting one in that for 
the industry as a whole only one of the conditions for monopoly 
is met with; and this is the key to an understanding of particular 
aspects of the Association’s policy. Moreover it is an industry 
where the units are predominantly both producers and distributors, 
notwithstanding a large section of the trade in which third parties 
act as intermediaries. These conditions for a monopoly are common- 
place:—(i) that there should be a gap in the chain of substitutes, 
and (ii) that it should be possible to secure control of all the close 
substitutes.2 The larger the gap, and the greater the control, 
the stronger is the monopolist likely to be. In the bread industry 
there is a fairly large gap between bread and its substitutes, imply- 
ing a considerable degree of inelasticity in the total demand curve. 
Other evidence tends to support this view. But the second condition 
is breached by the inability of the trade to prevent new entrants. 
Thus the Association’s control over prices depends on its ability to 
control its members; in particular, the new ones. This, as we shall 
see, it has found great difficulty in doing. 

The industry is organized to meet a daily demand for hot 
fresh bread delivered either direct to the consumer or to the whole- 
salers in shopping centres, and so we find a high correlation between 
the incidence of bakeries and the density of population. In all there 
are approximately some 350 productive units in Metropolitan Syd- 
hey, ranging in size from pastrycook bakers using say 4 ton of flour 
per week or less, to a very few (6 or 8) consuming over 50 tons per 
week. Corresponding to this size range is the range of capitalisation 
from, say, just a room with small oven and little else in the way of 
equipment to the highly mechanised automatic baking plants requir- 
ing heavy capital outlay. This is shown by Table I. 

In general increasing returns to scale seem to prevail in the indus- 
try. That is, if we were to plot average unit costs against size of 


3. E. A. G. Robinson Monopoly, Cambridge Economic Handbooks. 1946. 

4. C. F. Alsberg Combination in the American Bread-baking Industry (Food Research 
Institute Stanford University California 1926) finds that, for the U.S.A., secular trends 
Teveal a constant per capita consumption for bread. 
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bakeries, we should find a falling curve, with the largest bakeries 
occurring at the bottom, with possibly the largest ones considerably 
below the others. There might be exceptions to this, however, in that 
some of the very smallest bakeries might have costs considerably 


TABLE I 
Range of Capitalization and Excess Cacapity 
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Source: Royal Commission on the Wheat Flour and Bread Industries. Third 
Report, 1st April, 1936. Table 50, p. 74. 





TABLE II 
Summarizing Results of Main Analysis of Costs in Pence per 2 Ib. 
Loaf of Bakerves. 
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Report, April, 1936. Table 45, p. 68. 
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lower than a few of the larger producers using costly mechanised 
techniques below capacity. So we might have a small upward sloping 
portion of the curve in the early stages. See Table II, and Figure I. 

This last point, however, might be illusory; to some extent the 
result of poor costing. Nevertheless it seems plausible, particularly 
when selling costs are taken into account as we shall see later.5 This 
range in size, mechanisation and cost is a reflection of the ease of 
entry into the industry, for which the following factors are largely 
responsible. 
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Note.—Data of Table II have been plotted in Figure I. A general im- 
pression of the cost structure in the industry is given by the dotted line, 
though there is no warrant for this in the data as supplied. However, it 
seems reasonable to assume that in the 1-5 tons group, the hand-operated 
units would be smaller than the machine and hand units, hence some upward 
sloping as we move to the right seems justified. In the 15-20 tons group, 
selection of the figure for semi-automatic units, representing a higher stage 
of mechanisation, seems to give a better indication of the possibilities of 
large-scale operations. 


First, the point brought out above, that it is quite possible and 
profitable to set up a bakehouse with very little equipment, This 
has been facilitated by the steady development of manufacturing 
processes and techniques, and the introduction of standard yeasts 
and improvers, which have diminished to some extent the skill 


% Cf. L. G. Reynolds, “The Canadian Baking Industry: A Study of an Imperfect 
Market” 


(Quarterly Journal of Economics) Vol. 52 (1988). He argues similarly that 
are lower costs for small producers allowing them consistently to sell at less than 
prices established by the larger firms. 
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required. Operations, too, can begin immediately; raw materials 
are highly divisible and often obtainable on a credit basis, whilst 
sales on the other hand are made daily, chiefly on a cash basis, go 
the new entrant can readily obtain working capital. Not least im- 
portant are time and space factors. By starting his bakery between 
established bakers, a new entrant can reach their marginal customers 
much earlier than their own carters can. do so, and, is thus able to 
build up the nucleus of his own clientele. This is much simpler in 
areas of high population density, and experience shows that these 
areas have suffered most from intensive cut-throat competition. 

Finally, price policies pursued within the industry have their 
effect in inducing new entrants, by attempting to maintain stable 
prices at levels covering cost even of inefficient and marginal pro- 
ducers. This obviously provides temptation for small, low cost 
producers to come into the industry, and reap some of the rewards, 
particularly as such prices give a useful margin for cutting if that 
proves necessary in order to gain a foothold.® 

This ease of entry, itself a major factor enabling competitive- 
ness within the industry, has tended to lead to over-capitalisation 
and excess capacity (too many producers to meet the demand, s0 
that each producer has a considerable amount of unused capacity in 
his plant’) and this has served to intensify the competition (as was 
particularly evident in the depression period), by increasing still 
further the potential productive power of competitors. 

Most of the productive units in the industry are under indi- 
vidual ownership, but there has been some tendency towards com- 
bination in some areas, and there are two very large multi-unit firms, 
Gartrell White and Hackshalls Ltd., producing between them about 
25 per cent of metropolitan output. Similarly, there has been some 
vertical integration with flour millers, thereby reducing flour costs 
to the bakers concerned. This applies particularly to the two large 
firms mentioned above, though also to some smaller ones. Millers, 
too, have had considerable influence upon bakers, particularly in the 
depression years, when they extended very considerabe credits to 
the more marginal bakers. But whatever the form of this integra 
tion it is evident that it results in a large number of bakers having 


6. Cf. again L. G. Reynolds: op. cit. who argues that, in Canada, the large producers 
are prepared to maintain these higher prices for the sake of security. (p. 669.) Whilst 
this, of course, is quite an important factor, we must remember (for N.S.W.) that the 
price stabilisation policy has had only limited success, as we shall see later. 

7. This problem of unused capacity is complicated by special factors operating in the 
industry. First, baking is allowed legally only within specified periods of the day, but 
nevertheless customers’ demands have to be fulfilled as early as possible, so that sufficient 
plant must be installed to enable daily supplies to be out in time to meet these 
For the rest of the “day” this plant is idle. This kind of “unused capacity” which is 
intensified by the so-called ‘double’ and ‘“‘treble’’ bakes—to meet demands for bread on 
holidays and week-ends, must be regarded as more or less ‘“‘normal’” and is thus 
guished from “‘unused capacity” in the sense used above—as potential competitive power 
should the baker decide to expand his output. 
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some cost advantages over their competitors, thus tending to increase 
ithe downward slope of our curve of unit costs in relation to size of 
firms. 

The market for bread may be subdivided into ‘‘standards’’ and 
“specials’’, the latter being non-homogeneous commodities differen- 
tiated from the standards technologically as well as economically. 
The former, however, comprising the great bulk of output, are 
largely homogeneous to consumers so that they are sold mainly on 
the criterion of price. Nevertheless, to some extent they are differen- 
tiated in that each baker, being directly identifiable by consumers, 
has his own reputation, goodwill, etc., which tends to create for him 
some more or less loyal customers who would be unlikely to respond 
to any but fairly large price changes. Thus the individual baker’s 
demand curve is likely to have a kink in it; the range of inelasticity 
varying with the extent-of the goodwill. We can go even further 
than this. Due to) the spatial, discontinuous character of this market, 
each consumer’s household might itself be looked at as a market; 
moreover one which does not come into contact with rival producers 
unless the latter pursue a, policy of positive canvassing, sending their 
earters from door to door. This holds true, too, for the other types 
of customers; wholesale users—cafes, ships and similar institutions; 
and resellers——grocers, delicatessen shops, and so on. These, how- 
ever, would probably have somewhat better knowledge of market 
conditions, and might respond more readily to price changes, perhaps 
demanding them from their own suppliers. However this may be, 
the kinked demand curve now becomes multi-kinked: one kink, 
almost, to each customer. This then opens the way to price differen- 
tiation over a very wide range; and this differentiation actually has 
been an important feature in the industry. 

To the extent, then, that each baker has a certain amount of 
control over his prices to these loyal customers, each is something 
of a monopolist in the economist’s sense. And he becomes even more 
of a monopolist when we take the ‘‘specials’’ into account; for these 
tend to enlarge the range of the baker’s control over prices. These 
“specials’’ cater for a quality market which seems largely indepen- 
dent of the market for ‘‘standards’’. The range of possible means 
of differentiation, on the basis of numbers and types of ingredients, 
size, shape, colour, and wrapping (perhaps accompanied by slicing), 
is tremendous. Commonly, we find special bread for diabetics, and 
all sorts of other types pandering to fancy tastes, health fads, and 

8 As is evident from the context, the term “kink” is here used to signify a demand 
curve, or curves, with varying slopes, i.e., elasticities, and does not rily indicat 
any particular market behaviour, as its use in the theory of oligopolistic behaviour might 
imply. Perhaps “kink” is too vivid a word, but it seems to draw attention to the essen- 


tial facts that there are a number of more or less isolated markets which need not neces- 
Sarily aggregate into a curve changing its shape smoothly. 
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the like. Whilst these include both proprietary and non-proprietary 
lines, it is more convenient to discuss those sold by large proprietary 
companies, and ‘‘the rest’’. 

Prices for these specials, whilst largely independent of the 
effects of price-competition in the market for standards are not, of 
course, completely so, and suffer too from price competition amongst 
themselves. Nevertheless the emphasis in this section of the market 
seems to be upon non-price competition. Thus all specials are adver- 
tised to some degree, though this of course is not confined to specials, 
Nor do all specials receive the same intensity of sales-promotion. In 
particular, that group including the small proprietary, and non- 
proprietary breads, seems to receive considerably less attention than 
does the group handled by the large companies. It is probably true 
to say that this group forms a rather small proportion of a baker’s 
output—more or less sidelines; that he would produce several vari- 
eties; and that he would sell them on a good market at relatively 
high prices. Indeed, many of them seem to have the rather ephemeral 
quality of fashion goods, thereby fetching the rewards appropriate 
to the baker’s ingenuity in creating novelties. 

The other group, however, comprises the large proprietary com- 
panies, many of which are non-bakers controlling a special process 
or some essential ingredients, and distributing amongst bakers, on 
an area basis, licences to use their trade names and processes or 
ingredients. These tend to sell a semi-standardized or standardized 
product with relatively few varieties, and to set prices somewhere 
intermediate between the standards and the group dealt with above, 
utilizing advertising to a much greater extent in order to push sales. 

Advertising, of course, does not exhaust the scope of non-price 
competition. We must take into account all those numerous little 
practices designed to improve the quality of service to customers, 
such as increasing the frequency, or altering the time of deliveries, 
or taking back unsold bread. Then, of course, canvassing new cus- 
tomers is normally part of the regular job of every carter. 

All this non-price competition is designed to help extend the 
range of the inelastic portions of each baker’s demand curve, a8 
well as, of course, to shift the curve to the right. It is rather difficult, 
however, to gauge the extent of its success. Much of the canvassing, 
as indeed of the advertising, will tend to have a neutralizing effect, 
but on the other hand, many individual bakers have made inroads 
on their competitors. What does appear fairly clear is that this 
advertising pressure as a whole has resulted in a long-run tendency 
to increase the proportion of the market going to specials relatively 
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to standards. And this would seem to indicate a tendency towards 
a more monopolistic structure of the industry, since there is little 
doubt that it creates, for each individual firm, a larger range of 
jnelasticity in its demand curves, and hence greater degree of control 
over price. Moreover, since the bulk of those specials are controlled 
by relatively few firms, it would seem to imply, too, a tendency to 
further concentration in the industry. Should this continue, imply- 
ing a decreasing area in which price competition reigns (since there 
js price maintenance in specials), we might expect smaller firms 
to be driven out at an even faster rate, giving room for the larger 
bakers to take up their excess capacity.!° In the background, then, 
we have this slow secular trend towards a more concentrated mono- 
polistic industry pattern. 


III 


From the foregoing analysis we might define the prevailing 
market situation in our period as one of monopolistic competition, 
though it is by no means an ideal case. We should expect new 
entrants to be attracted into the industry, with a high degree of 
competition prevailing, and this indeed is the case, facilitated by 
the ease of entry, which, in conjunction with a fairly inelastic total 
demand for bread, as already mentioned, leads to over-capitalization 
in the industry, and a large amount of unused and excess capacity, 
which serves to intensify the competitive structure. 

It is in an attempt to mitigate this competitive situation, then, 
that the Association policies have been formulated. As already 


9. This conclusion is based mainly on opinion in the trade itself. Some expressions of 
it are found in the trade journals. Thus: Mr. Tucker (Managing Director of Procera Co. 
in Australia) in giving evidence before the Industrial Commission stated that “the public 
was turning with enthusiasm towards special breads and in some cases bakers were doing 
up to 25 per cent of this style of trade”. (Reported in the Master Baker of Australasia, 
March 25, 1940, p. 34.) Again, Mr. H. R. Gough, of Hackshalls Ltd., stated that a very 
considerable growth had been noted in output of sliced and wrapped bread (which had 

been produaed by Hackshalls in July, 1939) (ibid. 25th May, 1941, p. 51.). Other 
bakers also gave evidence of the i ing production of special breads in recent years. 
(See e.g. ibid. April 25th, 1941, p. 5, and May 25th, 1941, p. 26, and p. 40.) 

10. These conclusions should be treated with due caution. Expansion of the total bread 
market would tend to offset this elimination of smaller firms. Nevertheless there does 
seem to be some evidence of a decline in the relative number of smaller baking units. 
Again this is based mainly on opinion within the trade which maintains that there is ‘‘no 
money in baking’”’, and that the only firms which are really paying their way are those 
with subsidiary interests in other baking products—i.e., the larger firms. Such figures 
(Table 3) as are available ard confusing: (i) in that they include besides bread bakeries, 
also pastry and cake shops. (ii) over the period considered the cyclical characteristic of 
the industry, a mushroom growth in numbers of small new entrants tends to obscure trend 
patterns. Nevertheless by considering figures up to the latest available, they reveal what 
seems to be a faster rate of increase in the categories of factories employing between 
5-10 hands, with the 11-20 group showing signs of rapid incrase in the last two years. 
The categories of 4, and under 4, show high rates between 1932-3 and 1939, but tend to 
fall off after that time, with some recovery evident in post-war years. It seems plausible, 
however, to assume that the bulk of the cake and pastry shops would fall into these 
categories, and that these would show much greater response to income changes than 
bread bakeries, so that with this substantial proportion (increasing with income) removed 
from the figures, the trend towards larger units would be better revealed. Special factors 
operating in the post-war situation seem to have accelerated this tendency. These are: 
(2) restriction of entry because of zoning; (b) labour shortage serving to enforce zoning 
even after it was officially lifted; (c) rising factor costs against fixed prices (bread is 
still under price control in N.S.W. at time of writing). The combination of these factors 
has favoured more efficient large scale operations, and hence tended to eliminate the 
smaller operator whose costs are more likely to be constant, or increasing, with scale. 
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pointed out, the general policy has been the elimination of price 
cutting and the maintenance of a minimum price"! This minimum 
price is fixed as follows:—First, an accountant ascertains average 
production and distribution costs from a few selected bakeries which 
submit returns from time to time. To this is added a fixed amount 
per loaf to arrive at the basic price for cash delivered in the ‘‘inner’’ 
area. While the actual size of the profit margin used in arriving at 
a fair price is not clear, there is evidence to show that it is limited 
by public opinion, and that the trade is very sensitive to this outside 
pressure,!? taking it into account as an explicit factor in price deter- 
mination. That the public, press and Government are actively con- 
cerned, at least with price rises, is indicated by the large number of 
inquiries and Royal Commissions to which the trade has been sub- 
jected, and the press publicity attendant on any price rises. 

An important element, too, has been a rather unobtrusive form 
of price-leadership on the part of Gartrell White Ltd. The late Mr. 
William White, a Director, held a very influential place amongst 
Sydney bakers for many years. He was apparently a good speaker, 
and esteemed as a successful baker. By virtue of a long presidency, 
and his many dealings with, governments and officials in that capacity, 
he appears to have impressed his own ideas upon the Association and 
to have established for it an enduring policy.4% This policy seems to 
have been one of adopting a fair price—varying up or down with 
the price of flour—and of allowing business to ‘‘expand naturally’’, 
without ‘‘chasing turnover’’, thus maintaining good relations with 
competitors. This, at least, according to his obituary was the policy 


ll. It is sufficient in this context to take as datum the fact that the Association desires 
to pursue a policy of price stability. To explore the reasons for this would be speculative 
and probably fruitless. Nevertheless it is interesting, if not surprising, to find security as 
an explicit objective, and tempts one to try to apply the analytical classification suggested 
by K. W. Rothschild in ‘Price Theory and Oligopoly’, Economic Journal Vol. 57 (1947). 
Security, however, is a vague term, and our data are no more adequate for his frame- 
work than for the more orthodox one, so we still have to be content with rather loose 
generalities. It is interesting, too, to use the analogy of warfare, which again seems to 
conform with some modern attempts to analyse monopolistic situations. (cf. eg. Von 
Neumann and Morgenstern in The Theory of Games and Economic Behaviour). It is 
evident that the trade itself is quite used to thinking in these terms. 

12. Reading through the Trade Journals one frequentl ters such phrases as 
“natural dislike of the trade for . . Publicity and criticism” and “may attract official] 
action”. 

13. Thus “It became traditional in the Sydney trade that if Mr. William White spoke, 
any meeting would adopt exactly what he suggested’. 

e first took a seat on the M.B.A. (now B.M.A.) executive in 1905, “became Treasurer 
in 1911, and in 1914 gained the presidential chair that he was to. occupy more or less con- 
tinuously, in fact, if not in name, for the next 25 years. He was a member of the Neces- 
sary Commodities Commission during the war (1914-18) and in that capacity laid the foun- 
dations of the baking trade’s ‘case’ which have not since been disturbed, though there have 

dozens of subsequent inquiries into the industry. He was president continuously until 
1931 when he became also Federal President. Refusing to renominate then until 1934, he 
was returned to the chair with . . . alacrity and enthusiasm. . . . He was again Federal 
President in that year and became chairman of Bread Manufacturers Limited when that 
. . . took over the work of controlling the Sydney trade. He remained president of the 
M.B.A. when it reassumed control . . . and kept on until April 1938. Mr.: White repre- 





sented the trade in five State and four Federal inquiries into bread prices between 1913 
and 1916, also in an inquiry in 1931, another in 1939 and before the Gepp Commission.” 
(The ‘Australasian Baker’ and Millers’ Journal, March 30th, 1940, p. 7—an obituary on 
Mr. White.) After his death, his brother, Mr. C, A. White, also a Director of the Company, 
assumed much the same role, representing the M.B.A. in industrial inquiries, and holding 
& place on the executive. 
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adopted by his own company, which ‘‘has never been permitted to 
grow at the expense of other bakers. ‘This trade is big enough 
for all,’ Mr. White used to say, and he practised the precept that 
he preached’’. Whilst Gartrell White’s thus has a predominant 
influence in the Association, it is not alone, other large bakers being 
of some importance too. In particular, Hackshalls have lent great 
support to the leaders by repeatedly affirming their desire to main- 
tain prices, providing they themselves are not attacked. 

F'rom this basic price for cash delivered, which varies according 
to flour prices, the Association deducts a fixed margin for cash over 
the counter, which has tended to vary according to intensity of 
competition in the wholesale trade. It further fixes the wholesale 
price, to resellers and to users, and a margin for ‘‘booked’’ bread. 
Then, with these prices fixed for the inner area, it adds a small 
margin to cover extra delivery costs in the outer area. The precise 
boundary between these zones is not very clear but it purports to 
separate areas of relatively dense occupance, hence comparatively 
cheap delivery costs, from those relatively more scattered. We can 
see, then, that this pricing policy of the Bread Manufacturers Asso- 
ciation is a complex of quite a large number of those monopolistic 
devices which economists have isolated in their analysis of market 
situations. Zone pricing, involving discrimination with respect to 
delivery costs; discrimination according to type of customers; and 
market sharing (implicitly, in so far as prices are set at a level high 
enough to protect even inefficient producers) are all combined in 
their declared prices. 

Prices having been determined, Association members—and ideally 
the whole industry—are expected not to cut below them, though of 
course no upper limit is set. That is, in general, bakers try to 
pursue a policy of live and let live, and to remove some of that 
feeling of insecurity which attends a highly competitive, almost 
inflammable, situation. But whilst this might be regarded as their 
long-run aim, a survey of actual pricing behaviour reveals that the 
situation thus envisaged very rarely prevails. The pressure of com- 
petition usually proves too great; and this gives rise to more positive 
measures on the part of the Association in an effort to preserve its 
declared prices. 

What we usually find is that there is a fairly large majority 
group of Association members in the industry who attempt to abide 
by Association policy, receiving support from the big companies, 
whilst there is a very troublesome minority of ‘‘scabs’’ (and 
worse!) who persist in an undercutting policy. The latter, by and 
large, appear to be small one-man or family bakeries, trying to 
break into the industry, though this is not a universal rule. 
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Moreover, they are more prevalent in the densely populated areas, 
where, we have seen, entry is relatively simple. 

Now we have seen that the market is a discontinuous, personal 
one, in which carters deliver to individual homes and shops, so that 
bakers are in a position to notice any losses of customers within the 
day. This makes for a very sensitive market situation, and price 
wars can, begin, and spread, extremely rapidly. As soon as the baker 
feels the presence of competitors he has to decide his policy— 
whether to adapt himself to his rival, in an effort to hold his position 
and prevent a break through; or whether to launch a more positive 
counter-cutting campaign involving canvassing of his rival’s cus- 
tomers. The former might involve subtle propaganda by the carter, 
or if this fails, then a reduction of prices to doubtful customers. In 
either case, the result will be widespread price discrimination with 
shared markets a possibility. 

It is evident from the personal nature of this conflict that the’ 
wars might be confined to a feud between two bakers, or between a 
group and a single cutter, or develop into all-in affairs, with every 
man for himself, cutting indiscriminately according to necessity and 
opportunity. The history of the industry over our period reveals 
alternating periods of relative stability, and periods of intense com- 
petition, in which, occasionally, the big bakers are taunted into 
extreme action, when they cut the cutter and reduce their prices 
almost to nothing, not to mention providing added inducements to 
buyers in the form of gifts; recipe books, flour, and the like. 

In addition to the more general factors influencing the intensity 
of competition, which we have analysed above, namely the inelastic 
total demand and the ease of entry to the industry, there are a 
number of special factors operating from time to time. Thus there 
is some evidence to suggest an increase in production of special 
breads in periods where prices of standards are very depressed. In 
so far as this results in an addition to total bread supply, this would 
tend further to reduce prices of standards. Some of this, however, 
probably represents a substitution of more lucrative specials to the 
more loyal customers. Resellers, too, aften present difficulties, by 
themselves competing in bread prices, regardless of the declared 
prices of the Association. Frequently this is manifested in a loss 
leader policy, where bread is used as bait to attract customers for 
other profitable lines. 

Under pressure of competition, unfair practices grow in im- 
portance, along with other devices designed to lower costs; and 
these allow further price cuts, or at least lessen the burden of loss, 
hence postponing the day of reckoning. These might take the form 
of reduction in bread quality or weight; concealed wage cuts; 

















266 THE ECONOMIC RECORD NOV. 


subcontracting some of the work, in the shop or delivery sections, in 
each case at lower than the standard rates; of breaches of awards 
as to starting times for baking and deliveries; or of indirect price- 
cutting—the baker’s dozen, granting of secret discounts, and the 
like. In addition to devices by the bakers, of course, there are the 
advantages to be gained from integration with millers, and also the 
more normal practices of trade discounts, and forward purchases. 
The latter has been a very important element at times, giving the 
successful speculator a considerable lead over his competitors. 

Again, stabilization practices themselves offer opportunities for 
price cutters. Beside the fact that the declared price tends to attract 
aggressive entrants, the Association’s practice of varying its declared 
price according to flour prices, involving as it does some lag behind 
flour prices, sometimes offers inducement to cut in anticipation of 
a future change and consequent stabilization at the new price and 

‘output. This is made more tempting by the Association’s practice 
of imposing embargos on all canvassing for a period of (usually) 
one month after such a price rise, in order to allow time for com- 
plete adjustment to the new situation. 

Thus we can see that the forces of competition are very 
strong, and it is not surprising that the Association’s policy meets 
with only moderate success. Nevertheless it is always a strong force 
in the market, as is shown by a survey of our period. 


IV 


In the post-war years (1914-18), until the 1929-30 period, con- 
ditions in the trade were regarded as relatively good, with, until 
1922, the declared cash price for bread, both delivered and over 
the retail counter, being obtained. From 1922 onwards, increasing 
competition, particularly in the retail shop section, prevented this 
price being obtained in full, and the Association was forced to 
reduce the declared price on this type of business. 

In 1929-30 and the ensuing period, the position became really 
‘*bad’’ with an increase in the number of small bakeries and an 
intensification of competition. In this period the struggle between 
the Association and the cutting bakers was brought into the open 
by the ‘‘Shadler contract’’, between Shadlers Ltd. and the N.S.W. 
Government for a quantity of dole bread. Shadlers were not 
bakers, but guaranteed to obtain the bread, from a number of bakers 
who were prepared to supply it at less than the price quoted by 
the Association. These bakers formed a breakaway group called 
the ‘‘People’s Baking Association of New South Wales’’. Whilst 
this body does not appear to have had any common policy, its mem- 
bers continued for some time their own individual price-cutting 
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policies. The contract, however, was cancelled, due largely to 
Association activities, backed by the Flour Millowners Association." 
The latter body, along with suppliers of other ingredients, have 
often supported the threats of the Association to cut off supplies 
unless the bakers concerned mended their ways. And at times 
these threats have been translated into action. Only rarely, how- 
ever (as in the above struggle) have these measures been more 
than a transitory inconvenience to the bakers concerned. In general, 
the suppliers have not been well enough organized to prevent ‘‘leak- 
ages’? which have enabled the bakers to carry on. In this period, 
too, another attempted disciplinary measure was resorted to. That 
was the formation of a Stabilization Committee which was given 
substantial funds to subsidize cut-price bakers, if they promised 
to come into line. Alternatively, it rented such empty bakehouses 
as it could, in an effort to prevent entry; and even bought out 
small bakers who had started but were still struggling, and who 
were, therefore, actual or potential nuisances. 

In 1932 another breakaway association was formed consisting 
of six fairly large inner area bakers, affiliated with the N.S.W. 
Chamber of Manufacturers. Like the People’s Association, how- 
ever, this body appears not to have had any positive policy as re- 
gards prices, and tended to side with the Association. It did dis- 
agree, however, on the industrial policy pursued by the Associ- 
ation and was separately represented in the Arbitration Courts. 

Early in 1933 a measure of stability was achieved by a special 
agreement among bakers not to take each others’ trade. They 
were backed by the millers, who on this occasion (as also on others) 
co-operated helpfully by threatening (and occasionally executing) 
foreclosure on debtors unless they brought their prices into line, 
and by otherwise tightening up on credit facilities and rebates. 
This stability, however, did not continue long, and by the end of 
the year when the first flush of enthusiasm had gone, conditions 
were ‘‘bad’’, and continued so during 1934 and into early 1935 
when price-cutting became even more intensive. In August of 
that year a number of larger bakers cut the cutter and bread was 
sold for as little as 1/6 per dozen 2 lb. loaves delivered. 

This spurred the Association to seek ways out of the situation, 
and shortly afterwards a limited company called Bread Manufac- 
turers Ltd. was formed, from a majority of the Master Bakers in 


14. The history of this contract is a little clouded. At the time it was made it caused 
something of a political scandal, which resulted in a Royal Commission (Piddington Report, 
op. cit.). The crux of the matter, however, appears to be that Association activity, backed 
by the Flour Millers, effectively stopped the “Shadler” bakers from obtaining supplies, 
whilst on the other hand the Association compromised by offering considerably lower prices 

they had at first demanded. It was these demands which first led the Government to 
more favourable terms. (See N.S.W. Parliamentary Debates, Vol. 129, pp. 5193-5230 
for most of the facts in the case.) 
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Sydney (over 300). Under its by-laws autocratic power was given 
to a committee to impose heavy penalties for breaches of agreed 
prices. This stratagem seemed to have a good deal of success 
even though there is no evidence to suggest that any of the penalties 
were actually enforced. Stabilization was fairly well maintained 
until the middle of 1937, when the company was declared legally 
non-existent. In the ensuing period prices were again unstable even 
though the Association was re-organized in an effort to improve its 
working efficiency. The metropolitan area, formerly a single 
electorate, was divided into 14 electorates, each with its own com- 
mittee and a good deal of initiative; the central executive being 
elected from these committees. The period that followed appears 
to have been one of fairly low prices with more or less continuous 
price-warfare, occasionally flaring-up into violent struggles. The 
leading trade journal!5 commented to the effect that the trade lacked 
inspiration and had lost confidence in the Association. 

In January 1939 another attempt was made to increase the 
amount of control over members. New rules were adopted and 
the Association registered as an industrial union. This enabled 
a legal fine of up to £50 to be imposed on members failing to comply 
with association rules; but still this did not appear sufficient to 
be very effective. Another Stabilization Committee was formed, 
and an intensive series of personal interviews with recalcitrant bakers 
was arranged. Nevertheless prices remained fairly low, particu 
larly in the inner area, right up until the introduction of zoning 
in 1942. 

Thus we can see that, though the forces against it are strong, 
the Association does not always sit passively by, and deplore the 
present-day trend in business morality. At times it has taken much 
stronger action in an endeavour to increase its degree of control over 
members; these efforts ranging from simply applying verbal pres- 
sure, to attempts to form a limited company covering the greater 
part of the industry. 

Its most continuous activity, however, does take the form of 
applying verbal pressure to members, non-members and re-sellers: 
in general trying to fix the seal of trade disapproval on non- 
conformers to approved price policy. This is applied through 
general and local meetings, and by appointing special committees 
and paid organizers to interview directly the parties concerned. 
We must include in this category attempts to induce members to 
instal costing systems, keep better accounts, and in general to use 
more businesslike methods. Whilst largely ineffective, efforts in 
these directions, through journal articles and trade conferences, 


15. The ‘Australasian Baker’ and Millers’ Journal, Sept. 30, 1937. 
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are designed to eliminate that ignorance of costs which sometimes 
induces a small baker to cut prices below cost, and hence are 
indirectly designed to help eliminate price competition. In the 
same category come attempts to induce members to eliminate 
‘“ynfair’’ practices, such as indirect price cutting, employing 
vendors and tourist carts, and infringing awards as to wages and 
hours. In the latter regard Association organizing officers, together 
with trade union officials, have been very active in their attempts 
to maintain industrial standards. Again, the continued emphasis 
on ‘‘quality’’ in bread production, through promotion of the 
numerous bread competitions, technical advice, and the like, is 
designed to remove any temptations towards cutting down on ingre- 
dients, thus enabling lower prices. Again, however, results seem 
to have been rather insignificant.® 

The overall conclusion, then, is that the Bread Manufacturers 
Association’s policy has been successful only partially, and inter- 
mittently, and that the degree of success has varied considerably 
from locality to locality. In some areas with favourable circum- 
stances, such as relatively well-to-do customers not quite so sus- 
ceptible to price changes, or outlying suburbs not quite so attrac- 
tive to new entrants, a fairly high level of stable prices has been 
maintained for considerable periods. But in other areas, improve- 
ments have been temporary or non-existent. In general the Asso- 
ciation has been unable to combat successfully the forces of com- 
petition, though it has always tended to restrain those forces. 


N. T. DRANE. 
University of Sydney. 


_ 16. Apart from officially sponsored agreements, there have frequently been, particularly 
in the inner areas, local agreements between bakers, independently of Association activity. 
Apparently these are often something in the nature of a truce, with some fixed time-period 

ing determined during which no competition will be indulged in. There is very little 
evidence to show whether these have anything very much to do with declared prices; more 
likely they represent pericds of stability at existing prices rather than attempts to achieve, 
or maintain official prices. 











NEWS AND NOTES 
We regret to have to refer to the recent death of another of 
the pioneer members of the Economic Society in the person of Pro- 
fessor R. C. Mills. From the foundation of the Society, Professor 
Mills was one of its mainstays and was a member of the Editorial 
Board of the ‘‘Economic Record’’ from 1925 to 1945. An appre. 
ciative note on Professor Mills by Professor La Nauze, who was 
closely associated with him for many years, is published elsewhere in 
this issue and a fuller tribute to his work will appear over the signa- 
ture of Professor 8. J. Butlin in our next issue. 


The 29th meeting of the Australian and New Zealand Association 
for the Advancement of Science was held in Sydney from 20th to 
27th August. For the first time in the history of the Association 
an economist was inducted into the Presidential Chair. On 20th 
August, Sir Douglas Copland, the new President, delivered his 
Presidential address on ‘‘ Authority and Control in a Free Society”. 
Section G—Economies, Statistics and Social Sciences—was well 
attended and had as its President Professor W. Prest. His Presi- 


dential address to the Section was entitled ‘‘The Future of Private 
Enterprise in Australia’’. 


While delegates of the various branches of the Economic Society 
were in Sydney for the meeting of the A.N.Z.A.A.S., advantage was 
taken to hold a meeting of the Central' Council, under the presidency 
of Professor T. F. Hytten. The Council felt compelled, in view of the 
very great increase in the costs of production of the ‘‘Economic 
Record’’, to raise its price to 10/- per copy and the capitation fee 
for members to £1 per annum. Professor C. G. F. Simkin was 


elected President and the remaining officers of the Society were re- 
elected. 


Mr. R. I. Downing has been appointed Ritchie Professor in 
Economics in the University of Melbourne and expects to take up 
his duties about August 1953. Mr. Downing graduated B.A. with 
first-class honours in Economies in the University of Melbourne in 
1935 and after a period as assistant to Professor Giblin who was 
then occupying the post which Mr. Downing is now assuming, he 
became assistant to Sir Douglas Copland as Prices Commissioner 
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and Economie Consultant to the Prime Minister during the war 
period. More recently he has been occupying a post with the Inter- 
national Labour Office and he proposes to spend a short time in 
Cambridge before returning to Australia. 


Just as we were going to press it was announced that Sir Douglas 
Copland had been appointed Australian High Commissioner to 
Canada. While congratulating Sir Douglas on his appointment and 
the Government on securing his services for this important position, 
we regret that it means that he will be lost to the National University. 


BRANCH SECRETARIES 


Victorian Branch :—Mr. N. Ellis, c/o. Ford Motor Co., Geelong. 

New South Wales Branch :—Mr. E. J. Thompson, c/o. M.L. & C. 
Ass. Co. Ltd., 46 Martin Place, Sydney, New South Wales. 

Western Australia:—Mr. W. P. Mark, c/o. Employers’ Federa- 
tion, Box No. P1225, G.P.O., Perth, W.A. 

South Australia:—Mr. J. MecB. Grant, c/o. Department of 
Economies, University of Adelaide, Adelaide, S.A. 

Hobart :—Mr. W. A. Hurle, c/o. Town Hall, Hobart, Tasmania. 

Queensland:—Mr. D. J. Stalley, Department of Economics, 
University of Queensland, St. Lucia, Brisbane, Queensland. 

Canberra:—Mr. R. H. Barback, Canberra University College, 
Canberra, A.C.T. 

Wellington :—Mr. I. F. E. Wilson, c/o. Messrs. Bowden, Bass & 
Cox, P.O. Box 986, Wellington, C.1, New Zealand. 

Christchurch or Canterbury :—Mr. R. H. Murray, 82 Marlow 
Road, Christchurch, E.3, New Zealand. 

Auckland:—Mr. O. T. Foster, Kerridge Theatres Ltd., Queen 
Street, Auckland, New Zealand. 

Dunedin :—Mr. C. A. Blyth, Department of Economics, Univer- 
sity of Otago, Dunedin, New Zealand. 


This information is supplied for the benefit of members and 
prospective members and also for the use of branch secretaries. Mem- 
bers of a branch at times visit other centres where a branch also 
exists, and may be in a position to address that branch. To make 
this possible the secretary of the latter branch should be informed 


of the visit by the secretary of the branch to which the visitor is 
attached. 











NOTES 
RICHARD CHARLES MILLS (1886-1952) 


The death of Richard Charles Mills in August 1952 has left 
no time for the preparation of an adequate notice for this issue of 
the Economic Record, nor for the consultation of those in academic, 
public and private life, who could best say something of his con- 
tribution to Australian thought and action. It is intended that 
some worthy attempt to honour the man and to assess his work should 
appear in a later issue. There are also tentative plans to publish 
a memorial volume which will reflect his interests and those of the 
men he trained. Here a few words may recall the man to the many 
readers who were his students or colleagues. 

Mills was a Melbourne graduate, a contemporary of Edward 
Shann. The bent of his mind was historical and humanistic. His 
doctoral thesis at the London School of Economics, The Colonization 
of Australia (1829-42), published in 1915, is a classic of historical 
research. He was an economist who was not only ‘‘interested in” 
history but who was a historian in his own right. The acknowledge- 
ments to Mills which will be found in the prefaces of so many his- 
torical works written during the last thirty years in Australia were 
not merely tactful compliments, but sincere tributes to a meticulous 
critic of argument, and of the use of words. 

As Professor of Economies in the University of Sydney from 
1922 to 1945 Mills built a school whose best graduates, as they 
passed from youthful promise to maturity and then eminence in 
varied spheres he watched with amused pride. Tolerantly he let 
the clever young men whom he recruited take over, one by one, the 
‘*difficult’’ courses, in the end leaving to the first-year students the 
benefit of his wisdom and authority. As his colleagues grew older 
they realized that there was method in this, and that they had 
become economists in the process. 

All Mills’s contributions to University and public life were 
quiet. He cared more that something he thought good should be 
done than that he should get the credit. His work on the Royal 
Commission on the Monetary and Banking Systems, as Chairman 
of the Commonwealth Grants Commission, even as Director of the 
Commonwealth Office of Education, was of a kind that involved 
hard work without publicity in fields where small thanks and many 
criticisms were the rewards to be expected. Mills was fifty-six when, 
in 1942, he left his teaching post for the Chairmanship of the new 
Universities Commission, a position which was to broaden out into 
the Directorship of the Commonwealth Office of Education. The 
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decision to expose himself to the misunderstandings, criticisms and 
exasperations inseparable from a public office of responsibility was 
made because he thought he could serve his country and within it, 
the cause of education. It meant, as he realized, the end of his 
hopes of returning to the writing of economic history; the gift of 
his notes to a colleague was symbolic, and the wry jest which accom- 
panied the gift characteristic. 

Tall and dignified in person, Mills commanded the respect of 
strangers by his appearance and bearing. To respect was quickly 
added affection as one came to know him, affection based on experi- 
ence of his modesty, of his quiet, alert wit, of his generosity of 
mind. But respect was always there: a tribute to integrity, tested 
in many ways in scholarship and conduct, as each who knew him 
could illustrate by a different instance. 

J.A.L. 











THE ECONOMIC RECORD 


THE MONEY SUPPLY IN AUSTRALIA 


This Note presents an attempt at a precise statistical description 
of the changes in the Australian money supply since 1939. The 
analysis is as detailed and accurate as it is possible to get on the 
basis of the banking statistics currently published. It emphasizes 
the difficulty of obtaining precise information from the published 
statistics. However, though our figures are in some respects incom- 
plete and erroneous we believe that their degree of accuracy is such 
that they will not be seriously misleading. We hope they will be 
useful for teaching the mechanics of the money supply and for 
analysing the monetary aspects of the post-war inflation. 

We define the ‘‘volume of money’’ or the ‘‘money supply’’ to 
comprise Notes and Coin held by the public and Non-interest-bearing 
(‘‘demand”’ or ‘‘ecurrent’’) Deposits. This definition is adopted be- 
cause it is the most common definition of money in circulation. If 
for some purposes it is desired to include Savings Bank Deposits 
and Interest-bearing (‘‘fixed’’ or ‘‘time’’) Deposits as part of the 
money supply, this may be done simply by rearranging the figures 
in our Table, as explained in footnote 5 below. 

If it were possible to draw up, as at a given date each year 
(say 30th June), a consolidated balance sheet for the banking system 
as a whole (making allowance for the special case of coinage issues), 
we should have all the information needed. For only those items 
that appear in bank balance sheets are required to account for 
changes in the money supply, and all the balance sheet items (except 
inter-bank balances) are relevant. In other words, tha money supply, 
if we are concerned only with its mechanics, is a purely banking 
phenomenon. The components of the money supply (notes and coin 
held by the public and demand deposits) would appear on the 
liabilities side of the consolidated balance sheet, and the sum of 
these items would be equal to total bank assets minus the sum of 
the remaining bank liabilities. (In a consolidated balance sheet 
inter-bank balances would disappear.) Changes in the volume of 
demand deposits, notes and coin for any period would simply equal 
the change (positive or negative as the case may be) in the total of 
assets, minus the change (positive or negative) in the other liabilities 
of the banking system. This is the basis of the following analysis. 
Annual changes in the volume of money are set out in the upper 
part of the following Table, and in the lower part we have attempted 

1. With the exception of the series for Interest-bearing Deposits, which has been com- 


piled with the help of information kindly supplied by the Commonwealth Bank, all our 
figures have been taken from published official statistics. 








Annual Changes in the Volume of Money in Australia and Sources of Change—June, 1939 to June, 1951. 
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to account statistically for these changes by setting out (in corres- 
ponding years) the ‘‘sources of change’’. 

The first factor of increase in the lower part of the Table, in. 
creases in International Currency Reserves, requires little explana- 
tion. An increase in these reserves—whether due to an active 
balance of payments on current account, or to net private or public 
borrowing overseas—has the effect of increasing, in the first instance, 
private or public authority demand deposits with the cheque-paying 
banks. Of course, an increase in international reserves (in terms of 
Australian currency) could also be caused by exchange depreciation 
or by a rise in the price of gold; and in neither case would there 
be an increase in the quantity of money held outside the banks. 
However, the rate of exchange against sterling has not changed 
during the period under review and the figures in the Table have 
been adjusted for the only significant change in the value of gold 
stocks due to changes in the price of gold. It may be pointed out, 
further, that the figures in the Table refer only to international 
reserves held by all banks, whereas international reserves shown in 
the National Income Estimates and balance of payments statistics 
include, in addition, public authority balances overseas. The latter 
are excluded from the Table, since changes in government balances 
overseas which do not affect the international reserves of Australian 
banks do not affect the money supply in Australia. 

The next three factors of increase are familiar and no explana- 
tion is needed. The figures for factors (3) and (4) are amalgamated 
for the earlier years because until 1945 the Commonwealth Bank’s 
trading bank assets were not separated from the central bank assets 
in the published accounts. 

The fifth factor of increase, increases in Savings Bank holdings 
of government securities, accounts for an equivalent increase in the 
money supply because Savings Bank purchases of securities increase 
the demand deposits of the public or the government (which form 
part of the money supply) and reduce the cash balances of the 
Savings Banks (which do not).2 Purchases from other banks would 
be offset by a corresponding decline in other banks’ holdings. An 
alternative explanation is to consider this item in conjunction with 
an increase in Savings Bank Deposits, which is treated as a negative 
item (the first of the factors of decrease) : the excess of the increase 
in Savings Bank Deposits over the increase in their holdings of 


2. An increase of Savings Bank holdings of securities is not usually regarded as “credit 
creation” because in general it is dependent on, and cannot exceed, a prior increase in 
savings deposits. Although in our analysis the purchase of securities “accounts for’ 4 
corresponding increase in the money supply, there is no net creation of “new’ money be- 
cause the new private or government demand deposits merely replace the demand deposits 
(or notes) withdrawn from circulation to carry out the original increase in savings deposits. 
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government securities measures an increase in the cash and liquid 
reserves of the Savings Banks, and represents money withdrawn 
from circulation. 

The sixth factor of increase, increases in Total Coinage Issued, 
is included in the ‘‘sources’’ section because when the banking system 
requires extra coinage it is purchased by the Commonwealth Bank 
from the Commonwealth Sub-Treasury, which then has a correspond- 
ing amount available for spending, resulting in an increase in the 
Volume of Money.* The direct effect on the balance sheets of the 
trading banks is a reduction of their balances with the central bank 
and a corresponding increase in their holdings of coinage, and 
neither of these items enters our money supply table. Whether 
the banks distribute all of the extra coin to the public does not affect 
the balancing of the upper and lower parts of the Table: for example, 
if the publie gets coin in exchange for notes or for cheques drawn on 
their current accunts any increase in Coin Held by the Public (the 
third item in the upper part) is exactly balanced by a decrease in 
the other two components of the Volume of Money. 

The first and second factors of decrease, increases in Savings 
Bank and Interest-bearing Deposits respectively, are given negative 
signs for increases because these deposits are excluded from money 
as we have defined it; a person increases his Interest-bearing or 
Savings Bank deposit by withdrawing money (notes, coin, or demand 
deposits) from circulation.4 Of course, to the extent that the banks 
invest the money there will be a counterbalancing increase in one 
or more of the factors of increase. The figures for Interest-bearing 
Deposits from 1939 to 1945 (inclusive) used in preparing the Table 
are based on published figures for the ‘‘Nine Trading Banks’’ and 
for ‘‘Other Cheque-paying Banks’’, and on approximate informa- 
tion about the Interest-Bearing Deposits of the General Banking 
Department of the Commonwealth Bank kindly supplied by the 
Bank. Now, for our analysis we require a series for Interest-bearing 
Deposits which excludes inter-bank balances. The figures used are 
defective in this respect, for they include certain Interest-bearing 
Deposits of Savings Banks and miscellaneous banks held with the 
trading banks. Although figures of total Savings Bank Interest- 
bearing Deposits with other banks are published, this does not enable 
us to remedy the defect because an undisclosed part of such deposits 
is held with the central bank. However, it is unlikely that changes 


8. See, however, footnote 9 below and the related text. 

4. The Table can be altered to include Savings Bank Deposits and Interest-bearing 
Deposits in the Volume of Money simply by including increases in these items—which we 

ve shown as negative items in the lower section, as positive items in the upper section. 
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in these inter-bank balances are large enough to impair significantly 
the accuracy of our series.® 

The third factor of decrease, Undistributed Bank Profits, has 
been treated as a withdrawal of money from circulation on the 
assumption that if the banks as a whole make profits there is, until 
those profits are distributed or spent, an equivalent net decrease 
in the money supply. Strictly speaking, this is incorrect. What we 
really need is the excess of their cash receipts on income account 
over their cash disbursements on income account. (With the excep- 
tion of capital expenditure on bank premises, capital items are not 
relevant because they come into other items in the Table.) However, 
as the necessary figures are not available we have used the published 
figures of net profits to get an approximation. When profits are 
distributed to shareholders as dividends (or, in the case of govern- 
ment banks, transferred to the Treasury), there is an offsetting 
increase in demand deposits.?7 Undistributed profits take the form 
of credits to general reserve funds, depreciation reserves, reserves 
for bad debts, or simply an increase in profit and loss account 
balances carried forward. If we consider the increase in these 
various accounts as being balanced on the assets side of the banks’ 
balance sheets by an increase in cash on hand or balances with the 
Commonwealth Bank (i.e., if they are not invested outside the bank- 
ing system and so do not constitute outward payments that increase 
demand deposits), we are left with a net decrease in demand deposits 
equal to the amount of bank profits that are not paid out in one 
form or another. If, in fact, some of these reserves are invested in 
securities, this will be accounted for among the factors of increase; 
so our procedure is logical. However, some of the undistributed 
profits may be spent on additions to the value of bank premises and 
thus add to money in circulation. This could be taken into account 
by showing increases in the value of bank premises as a separate 
factor of increase in our Table; but such an item would have very 
little significance because it would be distorted by changes in secret 
reserves (see footnote 6). So instead we have shown the item Undis- 


5. A small proportion of Interest-bearing Deposits consists of current, not fixed, deposits. 
These should be included with Non-interest-bearing Deposits as part of the money supply, 
because the criterion as to which deposits are included in money is not whether they do 
or do not bear interest, but whether they are or are not subject to cheque. This has not 
been done because the necessary data are not available prior to 1946. However, the 
amounts involved are relatively small and would not involve any significant changes in 
our figures. 

6. Our figures therefore involve understatements to the extent of the amounts provided 
for bad debts and depreciation of assets before arriving at net profits. ‘These amounts 
might be fairly large, because ‘secret reserves” are most commonly created by making 
excessive provisions of this kind. On the other hand, if secret reserves are drawn on to 
show a figure for the net profits of any year in excess of the “true” figure, our figure for 
“Undistributed Bank Profits’ will be too large. We have not been so rash as to estimate 
the changes in secret reserves; but all these errors will be included in our residual item, 
“Other Bank Liabilities”, the last item in the Table. 

7. However, any distribution of profits to overseas shareholders does not bring such an off- 
setting increase in demand deposits; it reduces the reserves of international currency. 
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tributed Bank Profits as net of increases in the published value of 
bank premises—some part of the addition to bank reserves being 
treated as thus invested outside the banking system. 

The fourth factor of decrease, Other Bank Liabilities, is a residual 
item and therefore includes errors and omissions. Major changes 
under this heading, especially those from 1945 to 1950, appear to 
represent changes in an item shown in the balance sheet of the 
Central Bank since 1945 as ‘‘Other Deposits’’.* This is a portmanteau 
item containing, inter alia, provision for contingencies, some interest- 
bearing deposits of Savings Banks, the cash balances of other 
departments of the Commonwealth Bank, Commonwealth Govern- 
ment balances,® and (presumably) Australian currency holdings of 
foreign banks and governments. This final heading would also 
cover changes in any other items in bank balance sheets (except 
inter-bank balances) not taken into account in the rest of the Table. 
If we had the data needed to distinguish actual changes in these 
“Other Bank Liabilities’’ it seems likely that the remainder, repre- 
senting errors, would be satisfyingly small; but it is highly unlikely 
that discrepancies would disappear altogether, since there exist a 
number of possible sources of error. First, in the items for Non- 
interest-bearing Deposits, Holdings of Government Securities by 
the Cheque-paying Banks, and Advances, the figures in the first six 
columns (up to and including 1944-45) are based on averages for 
the June quarter each year. For the figures in the last six columns 
it has been possible to secure greater accuracy by taking the average 
weekly figures for the month of June. <A balance sheet type of state- 
ment such as ours should be based on figures for the last day in 
June; so there is clearly a possibility of error here. An error of 
this kind in the basic figure for any one year would produce a 
corresponding error in each of two adjacent years in our Table; 
one of our figures would be too small and the other too large. A 
second possible source of error, which would affect our Table similarly, 
derives from the figures used for reserves of international currency. 
These figures also do not relate to the last day in June. For 1946 
and prior years they relate to the last Monday in June, and for 
the subsequent years to the last Wednesday in June. They may 
thus refer to a day anything up to six days before the end of the 


_ 8 Changes in this item from 1945-46 to 1949-50, which may be compared with changes 
in “Other Bank Liabilities”, are (in £ millions) respectively, —38, 20, —36, —10, and —36 
(minus sign denoting increase). 

. Since we have so tar proceeded in the assumption that government demand deposits 
were included in the demand deposits of the cheque-paying banks, it seems that such part 

“Other Bank Liabilities” as represents Commonwealth Government balances with the 
Central Bank should be included in the Volume of Money in the upper part of the Table. 
However, the information needed for this is not available, so wa have been obliged to include 
changes in these balances with the residual item in the “sources” section as accounting 
for opposite changes in the money supply. 
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financial year, and international reserves are liable to rapid change 
in the last few days of the financial year.'° Finally, the rounding 
of figures is likely to cause minor arithmetical errors. 


W. R. LANE. 


G. PRICE. 
University of Queensland. 


10. In addition, the published figures for international reserves “do not allow as at 
offset liabilities . . . (of the Australian banking system) . . . overseas; i.e. they are gross 
figures”. (Commonwealth Bank Report, 30th June, 1946, p. 9.) However, if the “Overseas 
Liabilities” referred to consist of foreign banks’ Australian currency holdings with the 
Central Bank they are taken into account in the last item of the Table. 
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A MAJOR COLLECTION OF EARLY WORKS ON POLITICAL 
ECONOMY 


An important collection of early works on the political economy 
of Great Britain and Ireland acquired by the National Library 
has now reached Canberra. It consists of 4775 books, 5995 pam- 
phlets and slightly less than 2000 manuscripts, and covers the 
period 1650 to 1870. The former owner of the collection had the 
good fortune to secure many items from the library of William 
Wyndham Grenville (1759-1834), a member of many ministries 
and from 1806 to 1807 leader of the ‘‘Ministry of All the Talents’’. 
To these were added manuscripts and other items from the 
Townshend family, with later gatherings from the Holland House 
sale and, in the case of Chartist material a most interesting group 
of over one hundred rare pamphlets sold at auction in 1950. The 
great houses of England, Scotland and Ireland were the sources 
of many rareties added to the collection over a period of more than 
forty years. In acquiring the collection, the Library had the advice 
of Professor G. D. H. Cole of Oxford, Professor J. A. La Nauze of 
Melbourne, Dr. Rosenbaum of the London School of Economics, 
and L. W. Hanson of the Bodleian Library. 

A feature of the collection is its accumulation of the works of 
the major British and Irish political economists, as well as of lesser 
writers, together with many of the great rareties, strong mainly 
in the eighteenth century and the first part of the nineteenth. Thomas 
Mun, Sir William Petty, Josiah Child, Adam Smith, Ricardo and 
McCulloch are excellently covered and good collections are included 
of Charles Davenant, Lauderdale, Patrick Colquhoun, Nassau 
Senior, Malthus, George and Thomas Chalmers, James Mill, John 
Stuart Mill, Richard Jones and Thomas Joplin. The set of Robert 
Owen’s works is quite outstanding and is accompanied by a useful 
collection of Robert Dale Owen and a good many works about the 
Owenite movement. Of others of the less orthodox writers there are 
rareties in the works of John Lilburne and a good collection of 
Thomas Paine, whilst the Cobbett items include some of the earlier 
American pamphlets. Notable items, too, include a first edition of 
Richard Cantillon, J. F. Bray, Brisbane’s Social Destiny, Davies’ 
Case of the Labourers in Agriculture, all the early editions of God- 
win’s Political Justice, interesting collections of Richard Carlile, 
Feargus O’Connor, J. M. Morgan, Richard Price, Thomas Spence, 


William Thompson, and some David Urquhart tracts and his Dip- 
lomatic Review. 
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The early Irish writers are exceedingly well covered and it is 
doubtful if} a similar collection could now be gathered. Chartist 
material includes a complete file of the Chartist Circular, the 1838 
and 1839 editions of the People’s Charter and a run of the scarce Rey- 
nold’s Political Instructor, and there is a good deal on Labour and 
Radical movements although that section is far from complete. 
Most of the early nineteenth century works on the agriculture of 
the various counties is included as well as useful material on the 
development of the banks and trading companies. 

Continental writers are not well. represented. There is a large 
collection of Bastiat and a good one of Mirabeau and, of the unortho- 
dox economists, a first edition of Sismondi, a first German edition 
of Marx’s Communist Manifesto and a first collected edition of Fou- 
rier. An interesting group of French pamphlets and _ broadsides 
of the early nineteenth century is also included. 

The main bulk of the manuscripts is made up of some fifteen 
hundred pieces from the Townshend papers relating chiefly to the 
period 1688 to 1753. This group has not yet been catalogued or 
closely examined and the actual importance of the papers has still 
to be determined. Apart from the principal group the collection 
includes an interesting manuscript of Gregory King, some letters 
of John Stuart Mill, a number of letters from Robert Owen, a small 
group written mainly by Chartists to J. A. Roebuck, and over 
three hundred letters in W. J. Linton’s correspondence. 

The wide scope of the collection has resulted in some areas of 
the field being inadequately covered and the National Library has 
arranged for expert advice to assist it in building what is in many 
ways a quite remarkable collection into one which in time will be 
comparable with the half-dozen or so major collections of similar 
material now to be found in libraries outside Britain. Many of 
the works required to do this are scarce and seldom appear at book 
auctions or in catalogues. The project must, therefore, take years 
to axshieve although the first ‘‘additions’’ have already arrived. 

Most Australian libraries commenced to build their collections 
in the second half of the nineteenth century and have considerable 
strength in publications of the last hundred years. This collection 
of earlier material will therefore supplement those resources with 
very little duplication. The availability of the material on inter- 
library loan is influenced by the extreme rarety of many of the 
items. Subject to special reservation in such cases other libraries 
may borrow under normal inter-library loan conditions. 


H. L. WHITE. 
Commonwealth National Inbrary, Canberra. 
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WAGE POLICY : RECENT SWEDISH DISCUSSIONS 


It is no exaggeration to say that wage policy still presents the 
thorniest of all the problems connected with the maintenance of a 
high level of employment with price stability. The publication in 
English! of recent Swedish discussions on this subject is to be wei- 
comed mainly because it brings together in a compact form the 
arguments and counter-arguments on some of the major issues 
connected with wage policy. 

The authors of this little book are four Swedish economists--- 
Professor Lundberg, chief of the Konjunkturinstitut; Messrs. Meid- 
ner and Rehn, labour economists employed by the Swedish Trades 
Union Council; and Mr. Wickman, who is described by the editor 
as an expert in welfare economics. 

All four recognize that under full employment favourable con- 
ditions exist for disproportionate wage increases to stimulate infla- 
tion, not only because of the strength of trade unions but also be- 
cause of competition among employers for labour. There is unani- 
mous opposition to direct governmental controls of wages and 
prices. Wage controls are condemned because they usurp the central 
function of trade unions. Price controls are dismissed as being 
ineffective and dangerous to the productive efficiency of the economy. 
Pious pleadings to the trade union movement to refrain from in- 
creasing wages out of proportion to productivity increases are un- 
realistic, particularly if employers are prepared to pay higher 
wages. At the root of this problem is excess demand for labour. 
To quote Meidner, ‘‘There is no organization whose very existence 
is threatened to the same extent by this excess demand as is the 
trade union movement which must maintain its dominant position 
in the wage formation process if it wants to survive’’. (p. 29.) The 
first step, therefore, is to ensure, by fiscal and monetary measures, 
that demand is not excessive. Frictional unemployment must be 
tackled by increased mobility. 

So far, all the emphasis is on demand inflation which draws 
up wages, the expenditure of which raises-prices. The type of infla- 
tion which is due to trade union pressure forcing up wage costs 
and, in this way, prices, is also recognized. But with the exception 
of Lundberg (who expresses an agnostic view on this matter), the 
other economists give the impression that so long as wage differen- 
tials are ‘‘fair’’ and no excess demand exists, wage inflation will not 
present a serious problem. 


1, Wages Policy Under Full Employment. Edited and translated by Ralph Turvey. 
(William Hodge, London, 1952.) Pp. viii + 88. 6/- stg. 
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There is nothing profoundly new or decisive in all this. The 
conclusion that employment should fall short of 100 per cent (by 
how much?) in order to preserve some measure of price stability is 
not a very satisfying one, perhaps because it is only too obvious, 
However, there are two interesting features in these discussions, 
First, the support which the two T.U.C. economists give to what 
are usually regarded in trade union circles as heretical views, eg., 
the evils of price control and the unavoidable nature of frictional 
and structural unemployment. Second, the argument between Rehn 
and Lundberg on the conditions for wage stability, i.e., wages not 
increasing faster than productivity. This deserves closer examination. 

Rehn’s thesis is that to maintain full employment and wage 
stability, two conditions are necessary. First, the average level of 
profits must not be ‘‘too high’’. Second, wage differentials should 
be ‘‘fair’’, i.e., they should reflect the skill, responsibility, ete., re- 
quirements of jobs. 

On the first condition, Rehn argues that under conditions of 
high employment, the average level of profits tends to become very 
high. This encourages employers to bid against each other for 
labour, thus sending wages up in excess of productivity increases. 
It would be unrealistic to expect labour to refrain from accepting 
higher wages under such conditions. The cure for all this must be 
found in reducing profits and thus throwing the onus of calling a 
halt to wage increases on employers. How is this to be done? The 
traditional method is to increase direct taxation, particularly on 
the high profits. But Rehn regards a high direct tax as damaging 
to incentives, and sharply rising marginal rates as lowering the 
resistance of employers to wage increases. He proposes (and this 
is the novelty of Rehn’s approach) that wage increases in excess of 
productivity should not be resisted if employers are prepared to 
allow these increases—an indication, incidentally, of too high a 
level of profits. These wage increases will absorb the excess profits. 
But immediately they occur, indirect (commodity) taxes should be 
increased in order to raise the price level sufficiently and thus to 
offset, in real terms, the increase in wages. The excess profits are 
thus transferred via the wage increase to the State, and these collee- 
tive savings will close the inflationary gap. Employers deprived of 
their high profits will resist wage increases. Unions, seeing the 
fruitlessness of wage increases in excess of productivity, will hold 
their hand (given the second condition, discussed below). Since 
the increase in indirect tax is applied generally in order to minimize 
interference with the pricing mechanism, unemployment may result 
in certain industries because profits there are unduly restricted. 
This can be overcome, says Rehn, by subsidies, by direct govern- 
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ment employment, by speeding mobility to industries which are 
still short of labour, or by a combination of these courses. 

The basis of the second condition for wage stability is that if 
relative wages deviate unduly from relative skill and other special 
Jequirements of jobs, attempts will be made by unions to establish 
‘“fair’’ differentials by raising wage rates in those occupations or 
industries which have fallen out of line.. Rehn argues that under 
conditions of high employment, the separate labour markets become 
a single big market in which uniformity of wage rates must be 
maintained. Movement between expanding and contracting indus- 
tries should be achieved by direct action (location of industry, em- 
ployment exchanges and special grants to workers changing jobs) 
rather than through the relative wage mechanism, which, in any 
ease, is sluggish in redistributing the labour force. 

The second condition for wage stability need not detain us 
long. It is true that mobility of the existing labour force is likely 
to be slow in response to relative wage changes. But surely the 
newcomers to the work force may be more responsive to relative wage 
movements. While it may be conceded that ‘‘fair’’ wages should 
form the starting point in inter-occupational and inter-industrial 
wage determination, it would be a mistake to freeze the relative 
wage structure at this level. This is not to say that in addition 
other means to speed up mobility should not be used. It may be 
that a flexible relative wage structure would breed invidious com- 
parisons and discontent among the unions. But if, as Rehn seems 
to suggest, unions can be made to accept the proposition that price 
control is undesirable and that 100 per cent employment without 
inflation is an illusion, it is surely easier to persuade them to appre- 
ciate the operation of a flexible wage mechanism? As Mr. Lundberg 
points out, ‘‘once continuous full employment is achieved, the wage 
structure becomes even more important in determining the dis- 
tribution of the labour force’’. (p. 8.) 

The first condition is open to more serious theoretical and 
practical objections. The lack of rigour in Rehn’s theoretical frame- 
work leads to a confusing analysis of the inter-relationship between 
Wages, profits and prices. Profits are too high, he says, if ‘‘they 
produce appreciable wage increases (irrespective of collective agree- 
ments) through competition for labour’’ (p. 77). This is a mis- 
leading definition of ‘‘high profits’? since wage increases may take 
Place (particularly in the sheltered areas of the economy) even 
under conditions of low profits so long as they are passed on in 
higher prices. More important, it is implicit in Rehn’s argument 
that the extent of the inflationary gap is measured by those excess 


profits which will provide the necessary ‘‘fund’’ for wage increases. 
D 
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Thus the excess demand is transferred from the hands of the em- 
ployers to the wage-earners, and back again to employers as the 
wage-earners spend their increased earnings. This process goes 
on and on, accompanied by rising prices. This is a clear case of 
demand inflation with high profits (would it not be more accurate 
to say ‘‘expectations of high profits’’?) as the initial stimulus. But 
how did these high profits originate? Rehn provides no explanation 
apart from stating baldly that under conditions of high employ- 
ment high average profits are bound to exist. May it not be that 
the reason for high profits is that wages have lagged behind prices 
or have not kept pace with productivity increases? And anyhow, 
why should the inflationary gap be measured by these ‘‘excess 
profits’’? Excess demand may surely take place out of past accumu- 
lations and out of bank credit. 

Another source of ambiguity is his reference to the relationship 
between wage and productivity increases. On p. 31 he says: ‘“‘If 
profits are high it will not be possible for a free trade union move- 
ment to refrain from increasing wages even when its leaders are 
convinced that any increase of wages above the rate of increase of 
productivity would lead to rising prices, still higher profits and— 
sooner or later—disastrous inflation’’. Now the basis of the much- 
quoted proposition that the general level of wages should be allowed 
to rise only in proportion to the increase in productivity is that 
such a state of affairs would leave the respective shares of wages 
and profits unchanged. If profits are too high, surely a more than 
proportionate increase in wages might be desirable in reducing 
the profitability of investment. 

It will be seen that all Rehn’s argument amounts to is that 
when a state of excess demand prevails, competition for the limited 
supply of labour will send wages up. The ubiquitous reference 
to the existence of high profits unnecessarily clouds the issue. Never- 
theless, his proposal not to resist wage increases but to offset their 
effects by corresponding increases in indirect taxes remains as an 
interesting theoretical contribution. 

What are the practical objections to this proposal? Lundberg 
has a formidable list. Is it true that unions, in pressing for wage 
increases, will distinguish between a rise in prices caused by indirect 
taxes or higher import prices on the one hand and higher profits 
on the other; refraining from wage increases in the one and 
pressing for wage increases in the other? Are high profits necessarily 
the only condition for employers to grant wage increases? Will the 
imposition of successive increases in indirect taxes not throw the 
internal price level out of line with international prices and thus 
require frequent exchange rate adjustments? If price control is 
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regarded as a clumsy and inefficient device, is the system of subsidies 
to marginal firms pushed into losses by the wage rise, accompanied 
by the increase in indirect tax, not vulnerable to the same objection? 
Or is the absorption into government jobs of those rendered unem- 
ployed by this policy necessarily more desirable than private em- 
ployment? 

Last, but most importantly, the economic condition of different 
industries varies considerably, and an indiscriminate general increase 
in indirect taxes is likely to produce serious difficulties for certain 
industries, necessitating, according to the Rehn plan, the provision 
of subsidies. It should be noted here that Rehn’s two conditions 
are closely linked, as the following case will show. One sector of 
industry is enjoying high profits and is freely granting wage in- 
creases. Under the ‘‘fair’’ wages principle, wages in the rest of 
industry should also be raised to maintain ‘‘fair’’ differentials. The 
general wage increase (in this case, the direct result of applying 
Rehn’s second condition) must now be offset by a general rise in 
indirect taxes. The result is that the employees in the less pros- 
perous industries are reduced to penury and must be subsidised; 
or the State must find employment for them. A truly ironical cul- 
mination of a policy aimed at minimizing direct controls. 

Another interesting application of indirect taxation as an adjunct 
to wage policy is suggested by the Danish economist Bent Hansen.2 
While Rehn’s policy permits the general level of wages to rise in pro- 
portion to productivity, Hansen’s: objective is complete stability in 
the general level of wages and prices. The basis of his proposal is 
that a rise (fall) in productivity should be offset by a rise (fall) 
in the level of indirect taxes to maintain a constant price level. At 
the same time, a reduction (increase) in direct taxes should be 
applied to distribute the change in productivity, leaving the level 
of wages unchanged. By manipulating the rate of progression of 
direct taxes, the extent of the distribution of productivity gains 
or losses on relative incomes can be determined. Thus, theoretically, 
the whole of the increase in productivity can be passed on to the 
lower income groups; and the whole of the loss can be placed upon 
the backs of the upper income groups. However, it may be con- 
sidered desirable to increase the level of government expenditure, 
in which case part of the increase in productivity must be withheld 
from distribution. Further, the distribution of the gains to the 
lower income groups may be reduced if insufficient funds are avail- 
able to maintain the desired level of private investment. The latter 
also depends on credit facilities, and monetary policy should be 


2. “Fiscal Policy and Wage Policy”, Economisk Tidskrift, 1950. Reprinted and trans- 
lated in International Economic Papers, No. 1. 
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appropriately adjusted to encourage or discourage private invest- 
ment. 

It would appear that this plan would require the abdication 
of the trade unions in favour of the government from their main 
function of raising the real incomes of wage earners. But Hansen 
maintains that there will be considerable scope for the central 
organization of the trade union movement to ‘‘bargain’’ with the 
government for an improvement in wage-earners’ real incomes, not 
via money wage increases, but through a reduction’ in direct 
taxation or through cash subsidies. 

Hansen’s proposal is based on more sophisticated theoretical 
analysis and, at first sight, offers a greater measure of practical suc- 
cess than the Rehn plan. But it has almost insuperable practical 
difficulties. Quite apart from the question of trade union support, 
the difficulties of timing tax changes, the compilation of suitable 
index numbers, and particularly the vagaries of foreign trade,’ are 
likely to make the plan unworkable. Further, while changes in 
relative prices are permitted, Hansen seems to assume complete 
rigidity of relative wages. In spite of certain differences between 
the proposals of Rehn and Hansen, they have -one important feature 
in common. Both involve the ‘‘pooling’’ on a national scale of 
productivity gains and losses, and a distribution of these gains and 
losses with little reference to those directly responsible for them. 
Under the Rehn plan, this is achieved by a general increase in wage 
rates proportionately to productivity, relative wage rates being 
held constant at the ‘‘fair’’ level. Under the Hansen plan, wage 
rates (both general and relative) and the general price level remain 
unchanged, while productivity changes are pooled by indirect taxa- 
tion and distributed through changes in direct taxes. 

The most serious objection to such global pooling proposals is 
that in practice productivity changes are likely to vary considerably 
from one industry to another. Rehn, of course, argues that under 
conditions of high employment, the separate labour markets are 
fused inot one single labour market, requiring industries to adjust 
themselves to uniform wage rates rather than the converse. But 
the economic strain of such a one-sided adjustment cannot be ignored. 
Up to a certain point, industries are likely to adjust themselves by 
increased efficiency. But beyond this point, the adjustments may 
take the form of higher prices in the sheltered sector, and increased 
unemployment in the unsheltered sector of the economy. 

Such phrases as the ‘‘general level of productivity’’ and the 
“‘general level of wages’’ are useful simplifications. But to base 


8. Both Rehn and Hansen display the familiar but frustrating practice of taking their 
reader through what is supposed to be a workable plan and at the end admitting that 
a changes are likely to cause serious difficulties in the administration of their 
proposals. 
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wage policy heroically on such broad concepts is to ignore the fact 
that the general levels of productivity and wages are statistical 
averages derived from productivity and wages in particular indus- 
tries. Whatever generalizations may be made for purposes of simple 
exposition, the details of a wage policy must pay due regard to the 
conditions of particular industries. To dismiss this view, is to 
assume a degree of uniformity and mobility which does not exist 
in the real economy.‘ 

The prescriptions of orthodox wage theory suggest that inter- 
industry differential productivity increases should be reflected in 
differential wage increases. There is evidence that United States 
experience is in accord with this principle, which appears to have 
influenced the distribution of labour towards industries with the 
largest productivity increases.5 

There is a special case of a general increase in productivity, 
of particular application to Australia, which perhaps justifies a 
global distribution of productivity gains. An improvement in the 
terms of trade, brought about by a rise in export prices and incomes, 
may be regarded as an increase in national productivity, since a 
given input of capital and labour produces a larger output of 
goods and services, through the availability of increased imports.® 

The application of the orthdox principle would require a rela- 
tive rise in wage rates in the export sector in order to promote an 
increased output of exportable goods. But in Australia the export 
sector consists mainly of rural industries, the elasticity of supply 
of which is, for various reasons, generally very low. Further, this 
sector suffers from marked fluctuations in prices and incomes; and, 
in any case, there are great difficulties in the movement of labour 
to this sector. To adopt the orthodox policy, would lead to a rise 
in relative wages without the desired effect of increased output. 
There is a case here, therefore, for a global distribution of pro- 
ductivity. 

The Australian method of distributing this gain (if it is large 
enough) appears to take the form of a rise in the real basic wage, 
which, in effect, amounts to an indiscriminate increase in all wage 
rates and most prices. 

Although both Rehn and Hansen make no specific reference 
to this case, it would be fair to say that at least the former would 


4. It is difficult to agree with Allan Flanders when he says: “It is the general level of 

productivity which should influence the general level of wages rather than the changes in 

relative productivity of individual industries in the wage structure”. Bulletin of the 
Ozford University of Statistics, Vol. 12, July-August, 1950, p. 241. 

5. See J. T. Dunlop, “Productivity and the Wage Structure”, Essays in Honor of Alvin 
Hansen (Norton, New York); A. R. Ross and W. Goldner, “The Inter-industry Wage 
Structure”, Quarterly Journal of Economics, May 1950; J. W. Garbarino, “A Theory of 
Inter-industry Wage Structure Variations”, Quarterly Journal of Economics, May 1950. 

6. Excluding, of course, capital imports. 
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advocate an appreciation of the exchange rate with less upheaval 
of prices and wages. 

However, in the interest of economic stability, both methods 
of sharing the gains from trade must be rejected. The important 
feature of this type of productivity increase is that it is unstable in 
character. To gear up the cost structure or the exchange rate to 
what may turn out to be a temporary change in the terms of trade 
is to invite considerably difficulties of readjustment. It would 
appear, therefore, that for this special case of productivity increase, 
fiscal policy in the form of direct taxes on specified export incomes 
could more satisfactorily be used to redistribute the gains from 
productivity. Alternatively, since the demand for our main exports 
is elastic and the supply inelastic, an increase in indirect tax on 
these commodities may be imposed and the proceeds redistributed 
by a reduction in income tax.? The severity of the indirect tax 
should depend on the extent to which it is considered necessary 
to provide incentives for the maintenance or expansion of particular 
export industries. This policy has the advantage not only of making 
possible an orderly redistribution of income, but also of preventing 
a large portion of the gains from being swallowed up by land values. 

Several points emerge from the above discussion. First, that 
no wage policy can operate under conditions of excess demand 
without a comprehensive system of price and other direct controls! 
Second, that while it is reasonable to generalize about fiscal and 
monetary measures, the question of wage policy is intimately bound 
up with the peculiar structure, temper and history of trade unions 
in particular countries. Third, a successful wage policy must be 
linked closely with fiscal and monetary policy. Fourth, wage policy 
should not be based blindly on an over-all or general view of the 
economy, but there should be a mutual adjustment between wages, 
prices and employment in particular industries. 

We should do well to emphasize the last two points in Australia. 
Wage determination is in the hands of autonomous bodies who are 
completely separated from those administering other economic policy. 
Furthermore, the degree of ‘‘generalization’’ in wage determination 
has reached dangerous proportions in an economy which is geo- 
graphically wide and industrially mixed.® 

J. E. ISAAC. 
University of Melbourne. 


7. It should be noted that this differs from the policy proposed by Hansen in that 
no general increase in indirect tax is involved. 

8. Cf. Norwegian experience, J. Inman ‘Post-War Wages Policy in Norway”, Bulletin 
of the Oxford University Institute of Statistics, Vol. 12, July-August, 1950. 

9. The basic wage and the margin are the two main components of all wage rates in 
Australia. The former is determined by a crude and general assessment of the capacity 
of the economy. The margin for the fitter and turner in the metal trades is taken as & 
yardstick for the determinations of margins generally. 
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REVIEWS 


Capital Development in Steel. A Study of the United Steel Com- 
panies Ltd. By P. W. S. Andrews and Elizabeth Brunner. 
(Basil Blackwell, Oxford, 1951.) Pp. x + 374. 30/- stg. 


This work will be of considerable interest both to economists 
and economic historians. The latter, indeed, are likely to find it a 
particularly valuable work. As its title indicates, it is a case history 
of one of the leading British steel companies, the United Steel Com- 
panies Ltd., between 1918 and 1950, and is primarily concerned with 
the conditions affecting investment decisions. To put these in their 
context the authors have considered it necessary to describe at some 
length the technical and industrial background of the industry and 
the structure of management of the firm. 

Against this background the details of the investment pro- 
grammes are discussed. In anticipation of a fairly lengthy post- 
war prosperity, the company embarked on heavy investment expen- 
diture in the years immediately succeeding 1918, much of this being 
fnanced by debenture issues. The prosperity turned out to be 
short-lived and the company was faced with considerable excess 
capacity, strong foreign competition at home and abroad, and heavy 
interest obligations. By 1928 it had become necessary to reorganize 
the capital structure and ‘‘rationalize’’ the management. This 
greatly assisted the company in weathering the storms of the early 
1930’s. The recovery of the British economy, together with the 
introduction of protection for the iron and steel industry, brought 
profitability to the company which in turn led to large scale capital 
expenditures. The heavy operations of the war years, during which 
only essential maintenance was possible, created a backlog involving 
extensive re-equipment and modernization which provides the back- 
ground to the post-1945 expansion. The details of this account 
occupy the bulk of the book and are of considerable interest to the 
economic historian, providing as they do information of a type and 
on a scale rarely available to him, and suggesting important modi- 
fications to existing general histories of the steel industry. 

The economist will be chiefly interested in the introductory 
and concluding chapters. The former summarises critically pre- 
Keynesian and Keynesian theories of investment. The latter exam- 
ines the evidence of the company’s investment history which leads 
the authors (more correctly, perhaps, confirms their beliefs) to be 
critical of existing theories. They found that changes in interest 
rates were at no time determinants of currently planned investment 
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expenditure, though they did affect the timing of raising long-dated 
finance. What was of far more importance was the availability of 
eash resources in relation to the demand for them. Of still greater 
significance was the current level of profits. To some extent marginal 
expected earnings of particular items of capital equipment were 
taken into account but they tended to affect the timing rather than 
the final acceptance or rejection of investment decisions. Finally, 
the role of demand is emphasized, it being suggested that ‘‘the 
level of investment might be taken as being some sort of increasing 
function of present demands’’. The chapter ends with a discussion 
of some of the difficulties facing the nationalized steel industry. 
Such questions as these are too large to take up here and the re. 
viewer has to be contented with raising one general point, namely, 
that the role of financial institutions is inadequately analysed. Thus 
he would have liked to have seen a more detailed discussion of the 
company’s contacts with the capital market and to have known how 
significant was the use of hire-purchase and deferred terms, refer- 
ences to which are made fairly frequently. 

The book is rather lavishly produced and contains some excellent 
photographs. However, it would have considerably assisted at least 
one reader if some of the photographs had been excluded and been 
replaced by a map showing the location of the firms and their raw 
material supplies. 

A. R. HALL. 


The Malthusian Controversy. By Kenneth Smith. (Routledge and 

Kegan Paul, London, 1951.) Pp. vii + 350. 30/- stg. 

This is a scholarly account of the controversies which followed 
the publication of the Essay on Population by T. R. Malthus. It 
reviews the main critics of the Malthusian hypothesis, and shows 
how much of modern criticism was in fact anticipated during Malthus’s 
lifetime. Dr. Smith suggests that the main reason why Malthus’s 
theory had such a long and successful innings is that it served 80 
conveniently to justify reluctance to design public remedies for 
the social evils of early industrialism. 

Dr. Smith makes no secret of his dislike for Malthus, in whose 
standards of scholarship and intellectual honesty he finds a good 
deal to be desired. He shows Malthus to have been an enthusiast 
all too impatient of the niceties of scientific method; and, as a con- 
troversialist, he proved to be a particularly slippery customer who 
evaded the best efforts of his critics to pin him down on crucial 
points. Evasiveness was particularly serious in this case, because 
the juxtaposition of the arithmetical increase of food supply and the 
geometrical tendency of population to increase raises methodological 
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problems of peculiar difficulty. If the hypothesis regarding the 
arithmetic ratio is correct, then the geometric ratio can only be 
potential—with the corollary that observable ‘‘misery and vice’’ 
represent the operation of the positive checks which prevent the 
geometric ratio from actually operating. The question whether sub- 
sistence is the effective cause of population, or population the effec- 
tive cause of subsistence, is shown to lie at the heart of the contro- 
versy. Even to-day one cannot be sure that an entirely satisfactory 
answer has been found. 

The author is to be congratulated on a well-written and amply 
documented study. The index seems well above contemporary 
standards. Anyone disagreeing with his emphasis and conclusions 
should have no difficulty in finding the relevant passages in the 
original works under discussion. 

G. G. FIRTH. 


Industrial Democracy and Nationalization. By Hugh Clegg. (Black- 
well.) Pp. viii + 147. 9/6 stg. 

Mr. Clegg’s purpose is to examine some of the current argu- 
ments used in support of an extension of ‘‘industrial democracy”’ 
in nationalized industries in Great Britain. Incidentally to this 
discussion he also considers other issues involved in nationalization, 
including particularly (a) the status of the public corporation and 
the problem of accountability, and (b) the possibilities of decen- 
tralization of authority. 

On the question of industrial democracy Mr. Clegg rejects 
syndicalist notions of workers’ control, mainly on the familiar 
ground that trade unions must be free to oppose management in 
the interests of their members. Trade unions may co-operate with 
Management but must never accept responsibility for managerial 
decisions or become managers themselves, otherwise a conflict must 
arise between their functions as management and their function 
of protecting their members. In these circumstances, if sound 
management is preserved industrial democracy is likely to be lost. 
Mr. Clegg himself pins his faith to the joint consultation approach 
to industrial democracy, and favours some organizational changes 
in the nationalized industries to enable the full potentialities of 
jot consultation to be realized. He places much stress on the 
appointment of suitable managers, and considers one of the advan- 
tages of nationalization to be that more regard can be paid to 
industrial relations in the making of appointments. ‘‘We place 
our hope, then, in the eagerness of the boards to build up good 
relations, in their wise use of their powers of appointment and 
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promotion, in the democratization of promotion and training systems, 
and in the extension and improvement of schemes for educating 
managers in new methods of democratic leadership.’’ (Pp. 125-126.) 
On trade union attitudes Mr. Clegg argues that ‘‘it is one of the 
tenets of students of human relations in industry that manage. 
ments get the workshop representatives they deserve. If they want 
to fight the workers, they will get fighters. If they treat consulta- 
tive committees as of no account, they will find themselves faced 
with fools and nonentities. If they mean business, men who can 
do business will be elected to meet them.’’ (Pp. 128-129.) 

Mr. Clegg’s conclusions on this controversial subject can hardly 
be expected to command universal assent, but his cool and com- 
petent treatment of it, and his exceptionally fair statement of the 
issues involved, are likely to make his book one of considerable 
value to students of industrial relations and industrial organization. 


KINGSLEY LAFFER. 


The Soviet Financial System: Its Development and Relations with 
the Western World. By Mikhail V. Condoide. (The Bureau of 
Business Research, The Ohio State University.) Pp. x + 280. 
$4.00. 


This is a new and a most welcome addition to an extremely 
scanty literature on Soviet Economics. The economists (not to men- 
tion the man in the street) in the Western World know little about 
the greatest economic experiment in history whose powers, be it for 
good or evil, are inestimable. The views of the communist as well 
as the liberal economists in the West on this experiment on human 
society are based on hopelessly inadequate and equally outdated 
(by some 20 years) information. The problems of distribution or 
redistribution of incomes, or the relative values of various types 
of incentives, or some aspects of centralized planning are frequently 
discussed without the slightest attempt to make a check on. the 
conclusions reached in the light of the Soviet experiment. 

The book under review is an attempt to show the organization 
and the workings of Soviet finances against the wide background of 
the whole economy. Strictly speaking a much wider field is covered 
than the title would suggest. 

The book is absolutely up-to-date, and this lends it a special 
interest for us, although this is at the price of the quality of the 
analysis. In particular, there are many repetitions and also the 
arrangement of the subjects as well as their treatment, could be 
improved, not to mention that some subjects would merit much 
more consideration than others. There are some chapters on Soviet 
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foreign policy and the texts of various post-war international agree- 
ments as well as their violations, interesting in themselves yet not 
relevant to the subject matter of the book. However, although the 
treatment of the subject leaves much to be desired, there is a mass 
of valuable information regarding Soviet currency, banking, budgets 
and foreign trade, on which the reviewer will not touch. 

A general striking impression of the Soviet system conveyed 
by this work (and supported by other evidence) is that the present 
Soviet economic institutions owe very little in their form or workings 
or even aims to any economic theory, but are based on a queer mix- 
ture of a great deal of pure administrative decision, trial and error, 
expediency and certain rather unexpected spices which surely would 
make the brew wholly unpalatable to Marx, Engels, or Kautsky. In 
spite of many interesting differences between our system and the 
Soviet system, Prof. Condoide points out ‘‘a curious similarity be- 
tween the two during the past three decades, not only in the form 
of monetary measures taken, but also in the underlying philosophy’’. 
Then follow several examples of how during the period when the 
“hourgeois’’ countries were stabilizing their currencies, Russia did 
the same, and even used similar devices; the same goes for devalua- 
tions and exchange of bank notes, ete. 

Another remarkable conclusion is that the Soviet economic sys- 
tem for several reasons has a strong bias towards inflation. 


K. BIEDA. 


Conference on Business Cycles. (Nat. Bur. Econ. Research, N.Y., 
1951.) Pp. 422. $6.00. 


The periodic Conferences on Research on Income and Wealth, 
organized by the National Bureau of Economic Research, have pro- 
vided the pattern for the first Conference on Business Cycles 
organized by the Bureau in association with American Universities, 
held in New York in November, 1949. This publication presents 
the valuable papers and ensuing discussions of the Conference. 

What first strikes the reader is the still prevalent diversity 
of approaches to the business cycle as a problem for causal explana- 
tion, despite Mr. Kaldor’s claim that since the mid-1930’s ‘‘theories 
of the trade cycle have shown a happy tendency towards converg- 
ence’. (Economic Journal, December, 1951.) As Professor Haberler 
says in the foreword, business cycle research is a broader field than 
research in income and wealth; ‘‘the basic cleavages in approach 
are much deeper, reaching down to the very philosophical founda- 
tions of scientific analysis of social phenomena; hence the scholars 
interested in our subject are not such a closely knit group as those 
engaged in income analysis’’. 
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The cleavages show up sharply in the discussions following 
the contributed papers. For instance, following Mr. Arthur F, 
Burns’ paper dealing with ‘‘Mitchell on What Happens During 
Business Cycles’’ there is a friendly but none the less sharp exchange 
between Professor Jacob Marschak as commentator and the con- 
tributor. Marschak, perhaps surprisingly for an econometrician, 
respectfully criticizes Mitchell on the ground that Mitchell the 
institutionalist did not use knowledge of human behaviour and 
institutions in the most efficient way. He complains of the paucity 
of explanatory content obtained by Mitchell and the N.B.ER. 
after a frankly mechanical, though time-consuming, manipulation 
of 800 observed time-series. However, Arthur Burns’ spirited 
defence of Mitchell and the N.B.E.R. in their arduous pioneering 
labours in statistically delineating business cycles appears, in the 
opinion of the reviewer, to be fully justified. This friendly skirmish 
really shows how underlying wisdom in diverging camps can be 
made to converge. 

The main cleavage in approach is seen in the conviction among 
certain of the contributors (notably Christ, Klein, Tinbergen, Koop- 
mans) on the one hand that the most fruitful road to understanding 
and control of the cycle must come primarily through the develop- 
ment of econometric techniques, and among others (e.g. David 
McCord Wright, Schumpeter, Gordon, Haberler) on the other hand 
that the investigator should be essentially sceptical of preoccupation 
with econometrics. 

Groupings of this kind, of course, ignore the overlaps and are 
too bald, but they do express the broad, basie cleavage which is 
clearly obvious. Mr. Carl Christ’s ‘‘revision of Lawrence Klein’s 
sixteen-equation Model III for the United States’’ and the relevant 
critical and appreciative commentaries provide a central arena of 
disputation for the first group who are drawn into the orbit of 
the Cowles Commission The second group are much more loosely 
knit together but at least appear to share a common scepticism, 
perhaps the scepticism of those who refuse to be swept by a vogue. 
‘*Keonomies to-day’’, says one of them (Professor David McCord 
Wright), ‘‘is striving to become more mechanical and determinate 
at the very time physical science is loosening its bonds.’’ He be- 
lieves that this endeavour is not suited to the social process which 
is ‘‘peculiarly unfitted for description in terms either of simple 
positivism or of mechanically imposed law. Such approaches result 
from the naive application of ‘scientific’ notions already out of 
date in their own field. Koopmans should realize that things have 
happened since the publication of Newton’s Scholium. There is rela- 
tivity, evolution and the quantum theory. . . . I feel therefore that 
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the concept of the cycle as a mechanical wave . . . is both unneces- 
sary and harmful.’’ An extreme statement of reaction, no doubt! 
But it should give pause to those too readily disposed to think of 
the cycle in terms of the pendulum principle operating in a com- 
pletely deterministic system of human volitions. 


F. R. E. MAULDON. 


Bilanzbildsequenzen (Sequences of Balance Sheet Pictures). By 
Erwin Fein. (A. Francke A. G. Verlag, Berne, 1951.) Pp. 168, 
7 tables. S. Frs. 18.50. 


The subtitle of the book, ‘‘An Essay on the Application of 
Business Administration Methods to Economic Research’’, is com- 
mented upon in the preface by the author, who as an experienced 
auditor wants to apply double entry accounting methods to the 
causal explanation of economic phenomena. However, the national 
economy cannot be regarded as the total of individual firms. Circular 
flow magnitudes have to be incorporated in a model, on the basis of 
the principles of the multiplier and of acceleration, and the author 
follows P. A. Samuelson’s! methods. 

The writer’s main objections to previously published attempts 
at sequence analysis are to their centring around static instead of 
dynamic equilibrium and their failure to divide aggregates into 
sectors. In his own models Dr. Fein is splitting up aggregate mag- 
nitudes into various economic sectors. In the course of expounding 
the different tables he undertakes a theoretical inquiry into Keynes’ 
savings-investment approach, Say’s Law of Markets, and Hayek’s 
Ricardo effect. 

The core of the book is Table VII, the ‘‘model test’’ and its 
explanation in chapters XII and XIII. Based on the U.S. figures 
for 1929 a comparison is made between the first decade and the 
second decade of this century under the assumption of an increase 
in productivity of the economy by 30 per cent. In the second decade 
two variants are set out; in the first variant it is assumed that both 
iabour income and the income of the propertied classes is increasing 
in the same proportion. The second variant assumes the extreme 
case that the whole increase in income accrues to the propertied 
classes, while the income of labour is the same as in the first decade. 
In the first variant there is full employment in the sense of the 
Keynesian model, as the volume of net investments equals the savings 
which the community makes from the full employment income. In 
the case of the second variant, however, the Keynesian doctrine 
would attribute the resulting disequilibrium to a change in the 


“A Synthesis of the principle of acceleration and the multiplier” in Journal of 
Politica Economy, 1929, pp. 786-797. 








298 THE ECONOMIC RECORD NOV. 


savings quota. Now Dr. Fein’s analysis abstracts from the assump- 
tion of a connection of income changes and changes in the savings 
quota. The savings quota is left unaltered, so that according to 
Keynesian doctrine we would still have full employment. But the 
greater increase in the income of the propertied classes would mean 
a shift of demand to luxury goods and services which would divert 
labour from the sectors of industry and agriculture, and in the last 
resort cause less production of investment goods—a crisis and 
unemployment of factors of production that would not be only frie- 
tional, a ‘‘bottleneck’’. This is an approach to Hayek’s principle 
of deceleration in a way quite different from Hayek’s own explana- 
tion.2 The opposite extreme that higher income through higher pro- 
ductivity would entirely accrue to labour and not to the propertied 
classes, would be equally impracticable because it would deprive 
the entrepreneur of any stimulus to introduce new processes with a 
higher productivity. 

Whether the author has really broken new ground, is open to 
doubt. The objection to the sort of sequence analysis in the book 
under review is that it may disclose functional, but not necessarily 
causal relationships. The claims of the author himself are modest: 
he wishes his work to be regarded from the methodological angle. As 
a method, the attempt is certainly remarkable. Its main defect is, 
as Dr. Fein himself clearly sees, that it does not describe a flow of 
events, but must assume alteration in stages with a sudden change 
from one stage to another. 


F. SCHNIERER. 


Food. Vol. I—The Growth of Policy. (H.M.S.0., London, 1951.) 

Pp. 436, 25/-. 

This volume is one of the civil histories of the Second World 
War. Volume II, we are told, will deal with administration and 
control. An introductory note relates how the author planned to 
publish both volumes together, but in this he was overruled by the 
editor. 

One is forced to sympathize with the author. If he had con- 
fined himself exclusively to policy his treatment would appear super- 
ficial. If, on the other hand, he traced policy back to the adminis- 
trative problems that called it forth, he would need to include a 
large mass of material not directly relevant to policy. The author 
has chosen the latter course, and to this extent the title is a misnomer. 
Despite the conditions under which the book has been written, it 
gives ample evidence of careful research and scholarship. 


2. Profits, Interest and Investment, London 1939. 
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Part I deals with pre-war planning, beginning in 1936. This 
planning was largely futile, except for some small stock-piles, mainly 
because it was carried on in vacuo, without regard to other aspects 
of war preparation. Thus at the outbreak of war, instead of a food 
control plan ready to operate at once, the whole problem had to be 
faced afresh and realistically. 

Part II deals with the early years of the war. It is a doleful 
story of growing pains. One cannot be unimpressed by the utter 
lack of liaison between Government departments. The Ministry of 
Food waged successive wars against the shipping authorities, the 
Treasury, the Ministry of Labour and Internal Transport. Out of 
these clashes a realistic policy was hammered, but only after many 
blunders were made and valuable time lost. The author is careful 
to emphasize that no master scheme of control ever existed. The 
structure of policy was built on innumerable minor policies created 
in an atmosphere of expediency. A study of these chapters would 
be sufficient to dispel any naive beliefs a student may have had that 
policy is determined in the Cabinet room. 

An interesting incidental point is the policy of keeping down 
the price of items in the sample of the official cost of living index. 
As the author says, ‘‘the picture of officials gravely pondering 
whether a halfpenny on the price of cake would not have a trigger 
effect is hardly edifying’’. 

Judged by results the record of the Ministry of Food during 
the darkest years of the war was one of success. Despite shipping 
crises the ration remained remarkably stable; despite the destruction 
of air-raids no one went hungry, and the average level of nutrition 
even rose. But the author makes it obvious that the whole credit 
should not go to officialdom. The co-operation of retailers and 
wholesalers played a large part in making unwieldy official schemes 
work. Generally it is a perfect example of the British genius for 
muddling through. 

From 1942 a new phase of food control becomes evident. This 
phase is largely one of putting finishing touches to a policy structure 
created to meet an emergency. The activities of the Ministry ex- 
tended to the rationing of more and more commodities, to the inspec- 
tion of quality and labelling of food and to an attempt to rationalize 
industry to achieve transport and labour economies. It is the history 
of the transition of a free enterprise industry to a State trading 
concern. 

The author finds evidence of ‘‘controller’s itch’’, the desire to 
achieve perfection in the system. ‘‘The Ministry had often to 
restrain the quixotry of those, both within and without its ranks, 
who would have set the public by the ears for the sake of some 
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fractional saving’’. Perhaps the most important example, and 
certainly the most interesting to economists, of this craving for per- 
fection, took place with points rationing. Originally designed to 
give some flexibility to the ration, the administrative methods were 
expanded to allow ‘‘points banking’’ by retailers. Out of this grew 
a miniature financial system complete with ‘‘ points cheques’’, ‘‘ points 
inflation’’ and the creation of ‘‘points credit’’. Ironically enough, 
officials never really achieved a complete understanding of the 
monster they created. The author’s criticism is pungent. ‘‘The 
flexible coupon system that Mr. Churchill had welcomed had been 
converted into a complex of detailed ingenuities that contrived to 
enmesh the retailer in paper returns while leaving largely to him 
the scheme’s main job——fair distribution of points foods between 
one customer and another’’. 

The Ministry of Food, once it settled down, never accepted 
the idea that its function was to maintain the pre-war status quo 
in nutrition. It aimed at, and achieved, an adequate diet for all 
members of the community even though total supplies were reduced. 
By equitable distribution and less wastage it achieved these aims. 

The concluding chapters of the book deal with the background 
to the Hot Springs Conference of 1943 and the birth of F.A.O. and 
the International Wheat Agreement. These sections make interesting 
reading since they give an insight into tactics and attitudes at such 
conferences. 

The writer of an official war history faces a nasty dilemma. 
If he faithfully records all the details his work will be tiresome to 
his own generation. If he produces a readable resumé then the 
claims of future historians are denied. The author has not resolved 
this dilemma, and the long discussions of apparently minor points 
make rather heavy reading. Short summaries at the end of each 
chapter would be useful. 

Despite this the book is valuable to all interested in food prob- 
lems, and more widely as a detailed case study of the problems of 
State control. 


W. E. G. SALTER. 


Coastwise Shipping and the Small Ports. By P. Ford and J. A. 
Bound. (Blackwell.) Pp. 52. 10/6. 


In 1941 one noted with amazement the swarm of small colliers 
still plying in East Coast convoys and remarked the importance as 
well as the tenacity of this artery of British life and industry. This 
study demonstrates quantitatively the predominance of this trade, 
both in the total of British coasting trade and in relation to the 
transport systems of the national economy. 
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Previous studies have compared coastal shipping with railways 
on a crude tonnage basis. Here patient industry has measured by 
ton-miles for a total of some two hundred and eighty ports and 
has shown the predominance of the Tyneside-Thames route (42 per 
cent), a dominant fact in British commerce for three centuries. It 
has also shown that, by ton-miles, the aggregate is one-third of the 
total of railway freights. Moreover, the goods carried are predomin- 
antly low-grade like coal, cement, minerals. 

Growth was steady up to 1914 but the peak then reached was 
not regained until 1949. The implications of this fact, the obsol- 
escence of ports, facilities and ships, are not within this analysis, but 
parallel the fate of depressed areas between the wars. The intimate 
relation between coastal, fishery and external shipping, and of all 
three to sea-power in the broad sense, can be seen most clearly in 
the light thrown by this piece of precise assessment. There are 
many signs that the diesel engine has given a new importance to small 
vessels and small ports. Both the conclusions and the methods used 
will be of great value in the planned development of the British 
economy. 

K. DALLAS. 


A Study in the Theory of Inflation. By Bent Hansen. (George Allen 

& Unwin Ltd.) Pp. xiii + 262. 18/- stg. 

This book is a theoretical treatment of some of the problems of 
inflation which have appeared during and since the second world 
war, special reference being made to the problem of repressed infla- 
tion. The analysis is frankly theoretical and based on highly sim- 
plified models. Its practical applications are, consequently, limited. 
It uses the terminology and technique of the Stockholm School. In 
addition to the analysis of simplified models of repressed and open 
inflation and their policy implications the book includes a detailed 
discussion of the meaning of the ‘‘inflationary gap’’ and the relation 
between various definitions of the gap and the Swedish ez ante and 
ex post concepts of savings and investment. This discussion is to 
a large extent a terminological one. 

Recent discussions of inflation have been mainly in terms of 
excess demand in the commodity markets. This excess demand has 
been taken as the main driving force in inflation (apart from spon- 
taneous changes in costs). This approach is in the tradition of 
Keynes and has been labelled by Hansen as ‘‘post-Keynesian’’. Han- 
sen’s main contribution appears to be his insistence that excess 
demand can exist in the factor markets independently of excess 
demand in the commodity markets. Accordingly a pressure of 
inflation exists if there is excess demand in the commodity markets 
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or in the factor markets provided that there is excess supply in 
neither. Thus equilibrium between the aggregate supply of and 
aggregate demand for commodities does not ensure the absence of 
inflation for there may be an excess demand in the market for labour. 

The difference between Hansen’s and the usual post-Keynesian 
analysis can best be illustrated by diagrams based on Hansen’s 
simplest model, where perfect competition is assumed. We first 
take the case of repressed inflation, where prices and wages are 
pegged. The diagrams must be interpreted in the aggregative sense, 
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Diagram 1 represents the post-Keynesian interpretation. P is 
the ruling pegged price, Q the full employment level of production 
and the D curve shows the amounts which people will demand at 
various price-pegs, assuming money wages are constant. Excess 
demand is given by BA. Diagram 2 shows Hansen’s interpretation. 
It involves superimposing on diagram 1 the S-curve, which shows the 
quantities which entrepreneurs want to produce at various price 
pegs, given the wage-peg. As before BA is the excess demand in 
the commodity markets but we now also have CA as a measure of 
excess demand in the labour market. It follows that whereas in 
the post-Keynesian world the imposition of direct taxation so as to 
shift the D-curve down through A will apparently eliminate the 
inflationary pressure and hence render the price and wage pegs 
superfluous, in Hansen’s world such a policy will leave the labour 
gap, CA, unchanged and there will still be an inflationary pressure 
on wages. This leads Hansen to conclude that in such a situation 
price control could be dropped but not wage control. 

The case of open inflation can be illustrated by a very simple 
model in which here is only one commodity and one factor of pro- 
duction (labour). 

In diagram 3 (post-Keynesian) Q is the full employment level 
of production and the D-curve shows the amounts which people will 
demand at different price-wage ratios assuming production is at the 
full employment level. As the price-wags ratio gets higher, the 
distributional effect reduces demand. Equilibrium is achieved with 
the price-wage ratio at R and there being no excess demand at that 
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point there is no inflation. Diagram 4 (Hansen) includes the S- 
eurve which shows what quantities entrepreneurs want to produce 
at various price-wage ratios. For obvious reasons it rises to the 
right. If we assume that the rates of increase in prices and wages 
vary directly with the excess demand in the commodity and labour 
markets respectively, a determinate price-wage ratio in the interval 
RT will result. Let this ratio be V. If V is displaced upwards 
excess commodity demand falls and excess labour demand rises, the 
rate of increase of prices falls and the rate of increase of wages 
rises and the price-wage ratio is foreed downwards back to V and 
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conversely if V is displaced downwards. The ratio V may then be 
termed a quasi-equilibrium, for at V the strengths of the excess 
demands for the commodity and for labour are such that prices and 
wages rise at the same pace and hence the price-wage ratio remains 
constant. This quasi-equilibrium is quite different from the post- 
Keynesian equilibrium where prices and wages are constant. The 
inflation can be halted by policy measures which force the inter- 
section of the S and D curves on to the vertical line at Q. This can 
be done by lowering the D curve by direct taxation or raising the 8 
curve by indirect taxation and any price-wage ratio can be achieved 
by a suitabie policy. Of course, this is also true of the post- 
Keynesian model. 

Enough has been said to illustrate how Hansen departs from 
the post-Keynesians. The post-Keynesians seem to assume that with 
any given constellation of prices and wages entrepreneurs want to 
produce just that amount which people want to demand, so that 
the demand for labour is derived from the demand for commodities. 
Hansen, however, introduces their supply plans explicitly. The 
question of the reasonableness of this procedure is by no means 
settled. Thus if in diagram 2 the price-peg was moved sufficiently 
upward we would have a situation of excess labour demand com- 
bined with excess commodity supply and hence with commodity 
stocks accumulating. Is this reasonable? On the other hand, it 
does seem possible to have equilibrium in the commodity market 
accompanied by excess labour demand, for if the commodity market 
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is just being cleared, it is certainly reasonable for entrepreneurs 
operating under perfectly competitive conditions to suppose that 
they could sell more at the going prices and hence for there to be 
an excess demand for labour. 

P. H. KARMEL. 


The New Issue Market and the Finance of Industry. By R. F. 
Henderson. (Bowes & Bowes, 1951.) Pp. xii + 172. 25/- stg. 


Sir Henry Clay, in his preface to this study of the London new 
issue market, remarks on the ‘‘surprisingly little attention in the 
published work of economists’’ which the market has received. Yet 
one gains the impression that it is of relatively less importance in 
England than Australia, where economists have made no studies 
whatsoever. 

There would appear to be many close similarities between the 
general mechanism of the two markets despite the dissimilarity in 
financial background, and Mr. Henderson’s book is therefore of 
considerable interest to those who either participate in the Australian 
new issues market or have attempted to understand its workings. 
It may be said to provide a blueprint for a much-needed local study. 

The centre of interest is the methods and costs of placing a 
company on the stock exchange for the first time rather than in 
the raising of new capital for ‘‘old’’ companies. In England as in 
Australia the latter is usually done by issues to existing shareholders. 
The new issues market is therefore more important for facilitating 
further capital issues than for the amount of funds actually raised 
in the first placing. Indeed many new issues involve ‘‘no new 
money’’ but merely the placing in the hands of the public of suff- 
cient existing shares to ensure stock exchange quotations. 

It follows that the cost of new issues, in Mr. Henderson’s sense, 
is largely an establishment cost to be considered in absolute terms 
rather than as a percentage of the value of shares actually placed. 
From the point of view of finance for small industry the relevant 
question is the level of profitability necessary to keep shares above 
par and hence to make subsequent issues to shareholders possible. 
Mr. Henderson does not discuss this aspect, but his review of alter. 
native methods of finance for small companies makes it clear that 
the new issues market is an increasingly important first step. 

The changing approach of Australian banks to long-term finance 
for industry and the relative unavailability of alternative sources 
of finance, probably means that Australian investment by new and 
vigorous enterprises is also becoming increasingly dependant on 
the stock exchange and the general level of share prices. Mr. Hen- 
derson’s book is therefore something more than just another study 
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of a part of London’s rather irrelevant money market, and can be 
taken as a first approach to a not yet written Australian text. 


H. P. BROWN. 


Air Transport In Australia. By D. M. Hocking and C. P. Haddon- 
Cave. (Angus & Robertson Ltd., Sydney.) Pp. 188. 25/-. 


Any book which makes a substantial contribution to our know- 
ledge of the development and structure of Australian industries 
deserves a good reception. This volume, published under the auspices 
of the Australian Institute of International Affairs and the Institute 
of Pacific Relations makes such a contribution. 

The first part of the book contains a comprehensive survey of 
the development of air transport in Australia from 1918 to the 
present day, which is based to a large extent on original sources of 
information. The second part, which is of particular interest to 
economists, consists of an economic appraisal of the problems of 
policy and control. The reviewer would like to draw attention to 
the contention in this part ‘‘that it is ambiguous to describe as a 
subsidy the payments to airline operators for carrying mail, if the 
amounts paid by the public in surcharges equal or exceed the pay- 
ments to the companies’’ (pp. 102-3). If mail contracts are awarded 
by tender the above contention may be correct, but if it is decided 
that the Government-sponsored airline shall carry all mail at a rate 
per pound-mile, which is considerably in excess of the rate which a 
private company would charge, then clearly some element of subsidy 
is involved. 

Although we may doubt the authors’ statement that ‘‘though 
substantial, the payment (of £325,000 to T.A.A. in 1947-8 for the 
carriage of mail) cannot be regarded therefore as a net subsidy’”’ 
(p. 125) this should not detract greatly from the value of this work. 
Indeed it should impress upon us how little we know about the real 
cost to the community of air transport or other forms of transport 
for that matter, and how by our concentration on the aggregate 
level of activity we tend to ignore these problems of efficient utiliza- 
tion of resources. 


J. McB. GRANT. 


Report on Cuba—International Bank for Reconstruction and Develop- 
ment. Washington, 1951. Pp. xxiv + 1052. $7.50. 

This is the report of a mission which, in 1950, investigated the 
Cuban economy. The report deserves greater attention than its title 
might suggest as it is a thorough analysis of the problems and oppor- 
tunities of a country whose economy is particularly vulnerable to 
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movements in world food prices. At present, Cuba is prosperous 
but a drop in sugar prices would change this completely. The 
dominant note sounded by the Mission is the need for Cuba to make 
herself less dependent on sugar by diversifying production. The 
Mission recommends that this be done by: the expansion of existing 
industries and the creation of new ones producing sugar by- 
products; the encovragement of exports of non-sugar products 
such as minerals and various crude and processed foodstuffs; and 
the production for domestic consumption of a wide range of food- 
stuffs, raw materials and consumer goods which at present are im- 
ported. The Mission believes that Cuba’s resources, including finan- 
cial potential, are adequate for the country’s development. Present 
prosperity should make it possible for Cuba to implement the 
Mission’s recommendations and so re-orient her economy along 
the lines suggested. 

The analysis of the problems of the sugar industry is interesting 
and perhaps of relevance to other industries and countries. The 
dominance of sugar in the Cuban economy is shown by the facet 
that over half of the cultivated land is directly devoted to the growing 
of cane. Cuba produces 17 per cent of the world’s sugar and exports 
over 50 per cent of that entering free international markets. For 
a number of reasons, the present prosperity of the industry is shown 
to rest on shaky foundations. The industry is over-regulated by 
measures which, whatever their origin, give little freedom to the 
management, protect the inefficient producer, divorce wages in the 
industry from receipts and make labour discipline difficult. While 
other countries are trying to increase their production of sugar and 
its substitutes, Cuba’s key industry shows almost technological stag- 
nation. There is little research, into new varieties of cane, irrigation, 
use of fertilizers or investigation of by-products. In one respect 
only—mechanization of harvesting—has technology markedly im- 
proved. 

The Mission eschews laying down an over-all scheme but 
rather offers a ‘‘Strategy for Development’’ containing a large num- 
ber of specific suggestions and recommendations in various fields. 
On page 16 are set down criteria, of wide application, for appraising 
economic changes. In order to effect the Mission’s suggestions, 4 
fairly strict state control of economic development would appear 
to be needed. In Cuba’s case this may well be necessary in view 
of the inherent instability of the economy. In particular, the Mission 
outlines action which should be taken in applied research, education, 
labour-management relations, government policies and development 
and government reforms. The most urgent tasks—improvement in 
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transportation and the establishment of a school in technology— 
are given special] prominence. 
J. W. ROWE. 


International Economic Papers, No. 1. Translations prepared for 
the International Economie Association. (London and New 
York: Maemillan & Co. Ltd., 1951.) Pp. 244. 15/-. 


This publication is the first in a series of annual publications 
by the I.E.A. of English translations of important articles appearing 
originally in languages other than English. The volume contains 
ten articles only, so that the task of selection must be exceedingly 
difficult. 

The ten articles are on a wide variety of topics and with one 
exception all are of fairly recent origin. It is difficult to comment 
adequately on each of the articles, but most Australian economists 
will find all of them well worth while. 

In his article Fiscal Policy and Wage Policy 1950 (appearing 
originally in Danish) Bent Hansen is concerned with the important 
problem of how to preserve ‘‘monetary equilibrium’’ with full 
employment. The maintenance of full employment with constant 
prices requires a policy which ensures equilibrium (no excess demand 
positive or negative) in both the goods and the labour markets. By 
assuming perfect competition in the goods markets, induced 
changes (by excess demand) in prices can be eliminated. But in 
the labour market where monopoly elements are assumed, wages 
may rise spontaneously even though excess demand is zero. Within 
this framework Mr. Hansen shows how equilibrium in both the 
labour and the goods markets can be preserved (with constant 
prices and wage rates) when changes in productivity oceur, by 
reducing (increasing) indirect taxation when productivity decreases 
(increases), the reduction (increase) in indirect taxation being equal 
to the reduction (increase) in the market value of production. Such 
a policy leads to constant real income for workers but this can be 
adjusted by appropriate changes in direct taxation. 

Mr. Hansen is attempting to formulate a policy which will 
eliminate spontaneous or autonomous changes in wage rates by 
achieving equilibrium in the labour market, and guaranteeing to 
labour an increasing real income in accordance with increasing 
productivity. The theoretical argument does need expansion espe- 
cially to take account of monopoly elements in the goods markets. 
The author is well aware of the practical difficulties and implica- 
tions of his theory, but despite these, the system of thought is 
particularly relevant and important, and does indeed put indirect 
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taxation in quite a new light. One of the major difficulties to be 
overcome would be the sectional and autonomous wage demands 
which might arise from the uneven spread of changes in produce. 
tivity. 

There are two articles by Jan Tinbergen. The Significance of 
Wage Policy for Employment (1950) is concerned with the wider 
problem of the effect of changing wage rates on employment via 
repercussions on the balance of payments. The analysis relates 
to conditions in Holland (and is based on a statistical analysis 
not all the details of which are given in the article). His conclusion 
is that in a closed economy the effect of a change in wages on en- 
ployment is only small, but when (in an open economy) a country 
runs into balance of payments difficulties the effect on employment 
is much greater, and in the case of Holland ‘‘there is a danger 
of unemployment amounting to 0.85 times the percentage increase 
in wages’’. But the decrease in employment may not result if 
labor productivity rises proportionately. 

In his other article Some Remarks on the Distribution of 
Labour Incomes (1947) Tinbergen is concerned with the highly 
asymmetrical distribution of incomes. Factors to which he devotes 
most attention are occupational requirements, ability and psycho- 
logical preferences. Some suggestions are made on the extent to 
which greater inequality of labour incomes can be achieved without 
causing disequilibrium in the labour market. 

The remaining articles cover a wide range of topics, and the 
volume brings together important work originally appearing in 
several languages other than English. The I.E.A. must be con- 
gratulated on their venture. It will help to overcome part of our 
ignorance of some of the leading economic thought in non-English- 
speaking countries. It should also contribute to a greater inter- 
national exchange of ideas. 

D. J. STALLEY. 


Year Book of Labour Statistics 1949-50. (International Labour 
Office, Geneva, 1951.) Pp. xviii + 431. 30/- paper, 36/- cloth. 
This is the eleventh issue of this publication of the International 

Labour Organization. It furnishes, in summary form, statistics of 

about 60 countries (including Australia and New Zealand) in 

relation to eleven general subjects, viz., population, employment, 
unemployment, hours of work, wages, cost of living, family budgets, 
social security, industrial injuries, industrial disputes, and migration. 

The information, as gathered and collated, is of great value 
for students and practitioners alike in the industrial field. The 
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tables are well arranged, and are easily readable. A notable inser- 
tion is a useful table setting out statistics of industrial disputes, 
in the countries selected, according to divisions of economic activity 
—an omission from the 1948-49 issue of this publication. 


ORWELL de R. FOENANDER. 


Balance of Payments Yearbook—Vol. 3, 1949-50. (International 
Monetary Fund, 1951.). Pp. 436. 


This is the third of the series of balance of payments yearbooks 
published by the International Monetary Fund. The second volume, 
Balance of Payments Yearbook 1948 and Preliminary 1949, was 
reviewed in the Economic Record of December 1951. 

Balance of payments estimates in varying detail are now given 
for 59 countries. This is quite an achievement as, in nearly every 
case, considerable adjustment to official estimates has been necessary 
to bring them as far as possible into the Fund’s form of presenta- 
tion. For each country, a detailed description of these adjustments 
is given together with an analysis of recent developments which 
have influenced its balance of payments situation. 

For most countries, the details include a global balance of pay- 
ments statement on the normal current and capital account basis 
plus global and, regional statements in the Fund’s ‘‘financing form’’. 
The statements of the balance of payments on current account and 
capital account can usually be reconciled fairly easily with estimates 
published officially but the reader is advised to study carefully the 
Fund’s concepts of special and compensatory official financing (see 
pp. 20-23) before using overall or regional ‘‘surpluses’’ or ‘‘deficits’’ 
in conjunction with estimates published elsewhere. 

Estimates for individual countries are brought up to date regu- 
larly in International Financial Statistics, published monthly by 
the International Monetary Fund. 


L. B. BRAND. 


Irish Agriculture in Transition. By Joseph Johnston. (Hodges, 

Figgis & Co. Ltd., 1951.) Pp. xviii + 185. 15/-. 

This book is a collection of papers written by a Dublin Professor 
of Applied Economics who owns a typical 20-acre farm and has 
had a considerable part in the determination of official agricultural 
economic policy. . 

It suffers a little from the fact that there is sometimes hardly 
adequate linking together of ideas, and often the general reader 
would be helped by a more specific explanation of how the events 
of history bore upon policy. 
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The first half is historical and statistical. The author points 
his later references to the ‘‘transition’’ of the title by sketching the 
conditions of the 19th century which posed the problems; the evils 
of the landlord system where the 20 ‘‘English managed estates” 
which provided the buildings and standing farm equipment were 
exceptions and where the great bulk of the tenants were subject to 
confiscation of their improvements upon eviction; the small size of 
holdings whose numbers were increased by (in the author’s opinion) 
the misguided efforts of the Land Commission which used its powers 
of compulsory acquisition to cut up larger farms into 20 to 30 acre 
holdings; the curtailment of agricultural education in 1875 when 
‘‘a fanatical English Free Trade Association, which ‘disputed the 
right of the State to train up farmers and stewards at the public 
cost’, persuaded the Treasury to wield the axe’’; the lack of capital 
for equipment which kept agriculture inefficient. 

Further problems were posed by the troubles which led up to 
the creation of the separate Irish Republic in 1922. The British 
Government had guaranteed to the claimants the payment of the 
annuities on the land purchase schemes whereby the landless and 
the former tenants were being assisted to become owners. The transfer 
of the payments now became a matter for dispute between two 
sovereign states. It was exacerbated after the accession of the De 
Valera Government in 1932 when special import duties were levied 
by the U.K. on imports from Eire in addition to those newly imposed 
by the general growth of protectionism. The British Treasury in 
effect collected some of its claims against Irish farmers by levying 
upon their produce sold in Britain while the Irish Government made 
bounty payments which attempted to give them compensation at 
the expense of the Irish taxpayer. 

This economic war of 1932-38 reversed for a time the natural 
specialization on animal products and caused Eire to attempt self- 
sufficiency with guaranteed prices for cash crops and import restric- 
tions. The U.K. price policy from 1934 to 1948 also discouraged 
the production of fat cattle with which grain growing might well 
have been combined, and encouraged the export of store cattle for 4 
few weeks ‘‘finishing’’ on English farms. The struggle greatly 
weakened Eire’s farm production and the United Kingdom was to 
suffer in the war years and thence right up to the present by the 
greatly reduced flow of supplies from a useful source in a meat- 
hungry and dollar-hungry world. After the 1938 partial settlement 
Eire might have been able to move over again to a farming industry 
concentrating on animal production, but the outbreak of war com- 
pelled the industry which had used up valuable fertility in unwise 
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cropping to keep on with its grain production. By 1945 Irish 
farms had received about two million tons of phosphates less than 
they would have received if the 1929-30 rate of application had 
been maintained. The growth of phosphate imports after 1945 
was notable but Irish farms are still suffering from the effects of 
the years of restriction. 

As a true disciple of Sir Horace Plunkett (to those memory 
the book is dedicated) Johnston sees agricultural co-operation as 
one of the main ways in which the countryside can be given both 
morale and efficiency. Sections in the second half of the book deal 
with co-operative farms, owned either by creameries or by farmer 
groups, which are large enough to be centres of demonstration of 
improved methods and which serve their district as implement and 
tractor co-operatives. He claims that implement co-operatives which 
have no other purpose are liable to break down because of disputes 
as to priority of use. But if a large farm will provide the means of 
servicing and financing the equipment as one of many functions, and 
serve the surrounding small farms that cannot possibly afford to 
provide their own, it has a much greater chance of success, as his 
illustrations are designed to show. 

If the £40 millions of Marshall Aid ‘‘counterpart funds’’ are 
used as suggested in the scheme for the improvement and reclama- 
tion of 4 million acres of potentially fertile land, and if any great 
number of Irish farmers catch the writer’s enthusiasm for better 
methods with heightened morale, then the outlook is for the growth 
of a considerably larger export surplus to the United Kingdom—a 
benefit to both countries and a means of healing old wounds. 


H. B. LOW. 


Economic Planning in Hungary 1947-9. By George Kemény. (Royal 

Institute of International Affairs.) Pp. x + 146. 12/6 stg. 

Dr. Kemény has special qualifications for writing on this sub- 
ject, since he was a member of the Hungarian Coalition Govern- 
ment during the early months of the first three-year plan, which 
was introduced at the beginning of August, 1947. 

But his book is not particularly useful. There is very little 
in it by way of assessment and no attempt is made to compare Hun- 
garian planning with what has been done under the name of planning 
in other countries; while on the purely descriptive side it is spoiled 
by the poor organization of the material and the somewhat clumsy 
literary style. 

A. HAGGER. 
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Activity Analysis of Production and Allocation: Edited by T. ¢, 
Koopman. Cowles Commission Monograph No. 13. (Wiley, New 
York.) Pp. 404. $4.50. 

Reviews of the Cowles Commission publications have begun to 
follow a standard pattern. The book is ‘‘highly mathematical”, 
‘‘difficult to understand because of obscure symbolism’’, but ‘‘about 
a very fundamental topic’’. All these can be said again about this 
latest product. 

The book is about what may still be regarded as the central 
topic of economic theory: the best allocation of limited means to- 
wards desired ends. We have, at least those of us brought up 
under Keynesian influence, been long concerned with the more peri- 
pheral subjects. But the study of this problem of ends and re. 
sources, the ‘‘practical’’ problem of economics, has not been neglected. 
Koopman’s claims in his introductory chapter that this book brings 
together four streams of important recent economic thought, viz: 
(a) the Austrian generalizations of the Walrasian equation systems 
by Menger, Wald and Von Neumann, (b) the ‘‘new-welfare’’ econo- 
mies of Lange and Lerner, (c) the inter-industry relationship 
studies due to Leontief, and (d) the allocation and programming 
problems that arose in the United States in the conduct of the war, 

Understanding of the book is impeded by the presence in the 
first part of very difficult mathematical theory; it is only in the 
second part that we begin to see the real power of the methods 
developed, for, here we are introduced to genuine economic problems, 
viz., the choice of crop-rotation plan, the planning of the Berlin air 
lift and a transport problem. But we very soon get back to mathe 
matics—the Theory of Convex Polyhedral Cones, Linear Pro- 
gramming and Theory of Games. 

One cannot feel that the average economist has time, in this 
lifetime, to master this new theory. Yet it is clear that the methods 
developed are powerful and that the large business (B.H.P. or C.S.R. 
for example) might well find it worth while in the future to establish 
a body of highly trained mathematicians to apply and develop them. 
Socialised economies, and any economy at war, would also need such 
an organization. Nevertheless the chapter by Morgenstern on ‘‘The 
Accuracy of Economic Observations’’, where he insists that current 
economic data are far from exact enough to allow the valid operation 
of complicated mathematical processes, is a powerful reminder of 
the long way we have yet to go before such methods can be regularly 
applied. 
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Monetary Theory and Public Policy. By Kenneth K. Kurihara. 
(Allen & Unwin, 1951.) Pp. xiv + 393. 30/- stg. 


This book is one more of a growing collection which seeks to 
analyse the behaviour of a market economy in macro-economic terms 
and discuss policies appropriate to the attainment and maintenance 
of full employment. The author has attempted ‘‘to fill the gap 
between the esoteric literature and the standard text’’, achieving a 
standard which the pass course undergraduate is expected to grasp. 
It is a useful addition to the textbooks treating this field and is 
superior to many of them in that the facts and arguments have 
been expressed with simplicity and clarity. 

The first part treats the general level of prices oriented towards 
the problem of inflation and concludes with a discussion of anti- 
inflation policies. To the uninitiated this discussion must be difficult 
reading since it requires some knowledge of income determination 
which is the subject of the second section. The discussion of income 
determination and the supporting diagrams do not clearly distinguish 
between real and money national income. The third part considers 
international transactions and their influence on the general level 
of activity. 

R. R. HIRST. 


County Income Estimates for Seven South-eastern States. Report 
of the Conference on the Measurement of County Income. By John 
Littlepage Lancaster. (Bureau of Population and Economic 
Research, University of Virginia.) Pp. xi + 246. $5. 

The estimation of incomes by states, counties and groups of 
counties, as distinct from the estimates of income on the national 
level, ig a problem which has concerned United States economists 
for some years past. As time goes on, more integration can be 
noticed among the individual attempts which so far have charac- 
terised the American approach to this problem and the report of 
the Conference on the Measurement of County Income is probably 
the most outstanding recent example of this type of integration 
and co-operation. Seven of the south-eastern states have come 
together for the purposes of making joint estimates of the incomes 
of their various counties and in their report (published in 1952) 
they give a review of their progress and the results of their joint 
efforts. 

The author explains that having surveyed the, various alternative 
methods of obtajning county income estimates (for example by using 
the state income series of the Department of Commerce and dis- 
tributing the components to counties by the use of allocators; or by 
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developing an entirely new state series and distributing the com- 
ponents to counties; or by making new county estimates and aggre. 
gating them to obtain the state series), the conference decided to 
use the existing state series and distribute them to the respective 
counties. Consequently a large part of their time would be taken 
up in selecting appropriate allocators. 

In a report running to 246 pages the first 21 pages deal with 
an introductory approach to the detailed presentation of state and 
county income data which constitutes the remainder of the report. 
It is unfortunate that such a small section should be allocated to 
deal with the conceptual and ideological problems involved and 
the methods employed in deriving the estimates, but presumably 
the first priority was to publish the figures. The author himself 
states that a full statement of procedures will be made available in 
a separate technical supplement to persons interested in studying 
in detail the methods used by the conference. This technical supple- 
ment will have three major divisions. The first will contain ‘‘a full 
discussion of the problems of concept and technical procedure in- 
volved in the estimation of county income; the second, a detailed 
statement of the sources and limitations of data available for the 
allocation of each item of income together with an indication of 
which data and methods were used by each state; and the third, a 
number of brief papers dealing with methods used by the several 
states in attacking special problems’’. 

While, therefore, one can praise this step forward in regional 
income estimation and congratulate the conference on turning out 
a very useful piece of work the appraisal of concepts and methods 
used must wait upon an examination of the technical supplement. 


A. M. KERR. 


Private Corporations and. Their Control. By A. B. Levy. Routledge 
& Kegan Paul Ltd., London, 1950.) Pp. 916. £3/10/-. 


This two-volume work is a study of the comparative economico- 
legal position of private corporations throughout the world. It is 
explained in the introduction that ‘‘by private corporations are 
meant associations formed to carry on some business undertaking, 
and possessing the attributes of a legal entity’’. In a number of 
instances the adoption of this definition acts as a limiting factor in 
the author’s treatment of certain phases of corporative activity, the 
investigation of which, though perhaps digressive from the author’s 
point of view, would be likely to have been very useful to at least 
some readers. But, in view of the wide scope of the work as it 
stands, the author’s difficulties in delimiting the boundaries of his 
task can be readily appreciated. 
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The book is divided into two parts. Part I gives a view of the 
evolution of private corporations and of the law relating to them 
in Great Britain, U.S.A., France and Germany—the four countries 
in which company development has formed the patterns for the 
rest of the world to copy and, in minor instances only, to modify. 
It is felt that a more consecutive treatment of this historical material 
in relation to each country surveyed would, perhaps, have made this 
portion of the work more readily useful for reference purposes than 
the plan of broad divisions into periods of time that has been 
followed. 

In the next section of Part I a survey is made of the place of 
private corporations in modern economies. Statistical and other data 
are presented to show the extent of the ‘‘corporate sector of the 
national economy’’ in various countries, the degree to which dispersal 
of ownership of companies through share holdings exists, and the 
extent of multiple and interlocking directorates, while the question 
of governmental participation in corporation activity is also dis- 
cussed with especial reference to nationalization of industries in 
Great Britain. A brief glance at economic organizations in the 
US.S.R. closes Part I. 

In Part II, a detailed, study is made of the present, legal position 
in relation to particular aspects of corporation activity and of legal 
problems arising therefrom, the broad headings under which these 
matters are dealt with being legal structure, formation, shareholders’ 
rights and duties, and management and control. Within each of 
these categories the author presents the relevant legislative provisions 
and judicial decisions pertaining in each country to the several 
individual points of consideration. Suggestions for improvement of 
the legal position in relation to British company law are offered 
at various points in this part; these suggestions are made from the 
point of view of protection of the individual shareholder and with 
most of them this reviewer finds little difficulty in agreeing. 

Because of the method of treatment, there is some repetition 
in Part II of matter covered in Part I, but this is not necessarily 
an undesirable feature. It is often more helpful and convenient to 
the reader in the later part of the book, when particular features of 
the law are being considered, to have some aspects of the historical 
background repeated rather than to be faced with the necessity of 
searching for the relevant details in the earlier part, especially when 
this involves handling two volumes. ~ 

The work is a notable piece of research of a kind not often—or 
at any rate not often enough—undertaken, and it is particularly 
welcome for this reason as well as for its intrinsic scholarship. It 
provides essential material for anyone concerned with the problems 
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of private versus public ownership or with the relationships of com. 
panies to their members on the one hand and the community on 
the other. For the Australian student in these fields, however, the 
almost complete absence of reference to the legislation of the Aus- 
tralian states will make it necessary to supplement the material in 
these volumes by one of the reference works available which give 
comparative annotations of the provisions of the Companies’ Acts in 
Australia. 


L. GOLDBERG. 


Principles of Political Economy. By T. R. Malthus. (Basil Black- 
well, Oxford, 1951.) Pp. liv + 446. Price 37/6 stg. 

This reprint of the second edition of 1836 is both welcome and 
opportune. For some comments on Bishop Otter’s editing of this 
edition, the reader is referred to Sraffa’s Works and Correspond- 
ence of David Ricardo, Vol. Il. Now that the long-awaited and 
fabulous Sraffa edition of Ricardo is appearing, some economists 
may decide to read some Malthus as well. This would be fortunate, 
because no one can understand Ricardo without an understanding 
of the mature Malthus. We need, then, a complete edition of 
Malthus to go with the Ricardo. As they used to say in the good 
old days, ‘‘overseas journals please copy’’. 

The Principles is a start, however, and shortly five of 
Malthus’s contributions to periodicals will be published in Sydney, 
so that Ricardo’s great contemporary is not being neglected. Which 
is what Ricardo would have wished, one feels sure. Furthermore, 
the B.B.C. has been running a series of talks on ‘‘ Reconsidering 
Malthus’’. These are largely concerned with Malthus as a popu- 
lation writer (which is Malthus to most), but the first by H. L 
Beales (Listener, 29 May, 1952, pp. 870-871), called ‘‘The Paradox 
of Progress’, reveals that well-known economists need to study 
Malthus with much greater care, to avoid giving false impressions 
of this kind: that Keynes hailed Malthus as a population expert, 
and that as such his reputation must always stand or fall. There 
has been, in general, a great deal of second-hand talk about Malthus 
which has given rise to such false impressions. Also, the memory 
does play tricks. Recently, in this journal, an esteemed writer 
pictured him chatting to Mrs. Martineau, which suggests that by 
an intricate thought process, the ‘‘monster obsession’’ can even 
cause maiden ladies long since dead to lose their status. 

It would be false to suggest on the other hand that other than 
in the field of population study Malthus had any very great impact 
in his own time. He was overshadowed by Ricardo; the reasons 
are obvious. Ricardo created a system, using two of Malthus’s 





= aa ~ on —-—- ee, —_— 





NOV. 


com. 
ty on 
r, the 
Aus. 
ial in 
l give 
ets in 


\ 
I. 


Black- 


le and 
f this 
spond- 
d and 
omists 
‘unate, 
anding 
ion of 
e good 


ive of 
ydney, 
Which 
rmore, 
idering 
popu- 
H. L. 
‘aradox 
study 
‘essions 
expert, 
There 
Malthus 
nemory 
writer 
that by 
n even 


er than 

impact 
reasons 
althus’s 








1952 INTERNATIONAL ECONOMIC POLICY 317 


formulations in the process, viz., the population theory, and Mal- 
thus’s version of rent formation. Malthus did not create a system, 
but was concerned with commentary on Adam Smith, and with the 
economic history of the English economy, especially in the period 
of the Napoleonic wars. Out of these commentaries grew a theory 
of gluts, and at the same time there grew a great dislike of the 
“New Economics’? of Ricardo and the Ricardians. It was on 
account of these developments that Malthus was hailed by Keynes: 
as a primitive of the Keynesian movement. Malthus talked about 
under- and over-consumption, and on most occasions he opposed 
Ricardo, the ancestor of J. S. Mill and Marshall, all of whom looked 
to a long-run stationary state; and he was a Cambridge man. These 
facts were enough for Keynes. Like Sam Goldwyn, he made his 
protégée a star overnight. There was, I feel, a touch of vulgariza- 
tion in this process—in both the Marx and Goldwyn senses. 

A reading of the Principles will correct many false impressions. 
Malthus did not write as badly as is often claimed. Population was 
not an obsession with him in his later years. He kept an open mind 
and followed the growth and development of the English economy 
with a keen interest. I feel that Malthus should be studied closely 
by economic historians: as a source of commentary on the turbulent 
period 1800-1820 he seems to be first rate. Finally, it may be said 
of Malthus, as it may be said of Marshall and Keynes, that his 
basic preoccupation was with equilibrium—which is to say that, 
like them, he was first a mathematician and later an economist. 
But he was above all a human being and a great man. He had no 
need of or use for finicky jargon. Terms such as poverty, vice, 
luxury and misery had meaning for him, and his bold use of them 
is a measure of his greatness. 


CYRIL RENWICK. 


The Theory of International Economic Policy. Volume I, The 
Balance of Payments. By J. E. Meade. (Oxford University 
Press, 1951. Issued under the auspices of the Royal Institute of 
International Affairs.) Pp. xvi + 4382. 30/- stg. 


Professor Meade is engaged upon an enterprise of great signifi- 
cance for economics as a unified body of general principles. His aim 
is to develop in the field of international economics an analytic model, 
and a body of welfare conclusions, that comprehend both income and 
price fluctuations. 

The technique adopted is to set up twenty-three equations of 
equilibrium, a feature of which is that they include explicit variables 
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exchange rate and the money wage rate (the methods of price adjust- 
ment), and for direct controls. From these could be deduced the 
new position of equilibrium resulting from a change in one or more 
of the variables. The system is, however, still too complicated to 
work with, and additional assumptions are introduced to reduce 
the system to six equations. This procedure has the merit of 
enabling those who prefer alternative simplifying assumptions to 
modify the more general model in their own way. It does, however, 
complicate the task of discovering exactly what assumptions have 
been made in the ‘‘working’’ model. Those who, like this reviewer, 
are unfamiliar with the general method, will find the Supplement 
hard going. 

Any set of demand equations including both income (or expen- 
diture) and prices as variables faces a difficult problem with respect 
to the relation between the effects of varying income and varying 
prices. If the model is one of comparative statics it is usual to 
ignore effects (e.g. upon expectations) of the movement of prices 
as such, and to assume the absence of ‘‘money illusion’’. An equal 
proportionate fall in prices or rise in money income then produces 
equivalent effects upon demand. But as to the exact form of the 
appropriate assumptions to yield this result, the theorist can obtain 
little direct guidance from existing statistical analyses and must 
make his choice on other grounds. Professor Meade assumes that 
the ratio of income to expenditure is invariant with respect to the 
prices of home-trade products and of imports, thus sacrificing some 
generality for the sake of the simplicity of his equations. 

Professor Meade defines his propensities to spend with respect to 
domestic expenditure (income plus imports minus exports) rather 
than the more usual income. This has the advantage of including 
in the one category imports for investment as well as for consump- 
tion; a separate category of the import content of exports is avoided 
by defining both exports and imports net of these imports. Effects 
on demand are divided into expenditure and substitution effects 
analogous to the familiar income and substitution effects. Given 
the assumptions mentioned above, the price elasticity of demand com- 
prises, for example in the case of imports, an expenditure-compen- 
sated cross elasticity with respect to the prices of exportables, plus 
the product of the ratio of domestic expenditure on exportables to 
imports and the marginal propensity to import. 

Professor Meade is concerned to demonstrate in Volume I that 
methods of price adjustment are capable of reconciling the dual 
aim of maintaining full employment while preserving balance m 
the international accounts. He intends, in a second volume, to demon- 
strate the conditions in which price adjustments are to be preferred 
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to direct controls when the criteria of judgment are the size and 
distribution of real income. If these considerations are to be decisive, 
he must first show that price adjustments are not ruled out because 
of incompatibility with an over-riding necessity to maintain full 
employment of resources. 

The aim of policy assumed throughout Volume I is ‘‘ preserving 
a balance in the financial payments between nations and, at the same 
time, of maintaining full employment domestically within each 
nation’’ (Preface, page vii). The instruments of policy are control 
of the budget and of the monetary system (referred to jointly as 
financial policy), control over the exchange rate and the money wage 
rate, and a wide range of direct controls. Professor Meade demon- 
strates that certain combinations of financial policy and price adjust- 
ments can secure internal and external equilibrium whatever the 
initial situation. In order to concentrate on the choice between 
price adjustments and direct controls, he assumes that in each case 
internal stability at home and abroad is maintained by the use of 
financial policy. His conclusion in favour of price adjustments is 
then stated as being conditional, among other things, on the pursuit 
of the appropriate financial policy at home and abroad. 

What seems in some danger of being obscured in his statements 
of the issue is that the price adjustment mechanism is dependent on 
financial policy, whereas direct controls can, at any rate for the 
time being, prevent international reserves being exhausted. Surely 
the most important reason for the persistent use of direct controls 
rather than price adjustments over the past twenty years is that 
deficit countries have not been willing to contrive or allow internal 
deflation or a reduction of real wages, and that they have not been 
willing to act on the assumption that any deflation caused abroad 
would be offset. The real choice is one of price adjustments plus the 
appropriate financial policy versus direct controls, rather than price 
adjustments alone versus direct controls. 

The case for a financial policy that avoids prolonged unemploy- 
ment needs little advocacy to-day. What is still to be demonstrated 
is the net gain or loss from a financial policy that entails an excess 
of demand over supply at current prices for a wide range of goods 
and services. It is the pressure of excess demand that is to-day 
the major influence responsible for the failure of price differentials 
to elicit the shifts of production and consumption upon which the 
price adjustment mechanism depends. This, however, carries little 
weight with those who believe that a reduction of effective demand, 
tven when there exists a substantial labour shortage, entails a net 
loss of welfare. They must first be shown, as this reviewer believes 
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can be shown, that output, and real wages, may well be higher with 
a smaller level of demand. 

A further aspect calling for some comment is the prominence 
given to the elasticities of demand for imports at home and abroad. 
Whether or not the sum of these elasticities is greater or less than 
one is the crucial factor in determining whether or not a given 
change in prices relatively to prices abroad improves or worsens 
the balance of trade. (See pp. 68-72.) On the basis of this result, 
it is argued in Chapter 12 that depreciation improves the balance of 
trade provided that the sum of these elasticities is greater than one, 
But, as set out in Chapter 28, this is too stringent a condition if the 
elasticities of supply of exports are low. To treat the output of each 
country as a single homogeneous good, as Professor Meade does for 
most of the book, is equivalent to assuming a high degree of sub. 
stitutability in production or consumption between exportable and 
other home-produced goods. The opposite assumption, which is not 
too far from the truth in the case of countries exporting a large 
proportion of the produce of their agricultural and pastoral industries, 
yields an absolutely inelastic supply of exports. For such countries, 
an analysis based upon very elastic supply functions is likely to be 
misleading. The central role given to demand elasticities in Pro- 
fessor Meade’s analysis depends upon an implicit assumption of 
elastic supply functions and may be misleading where these do not 
apply. 

Finally, mention should be made of the extremely lucid accounts 
of the techniques and practices of exchange control, multiple exchange 
rates, and other forms of direct controls, and cf the analysis of the 
meaning and effects of diseriminatory applications of such policies. 


R. J. CAMERON. 


The Problem of Summation in Economic Science. By Goran Nyblén. 
(C. W. Gleerup, Lund, Sweden, 1951.) Pp. xii + 289. Price not 
stated. 


Dr. Nyblén modestly protests that ‘‘only the errors and opacities 
in the volume are completely my own’’. The book is in effect a syn- 
thesis of the principal developments in econometrics; but synthesis 
in this field particularly, if it is to be successful, must of necessity 
involve considerable originality. It is not enough to understand the 
parts; they need interpretation not explicit in their forms, exten- 
sions and even amendments, if they are to be integrated. Dr. Nyblén 
has surprisingly succeeded in this. What emerges is perhaps the 
most comprehensive treatment of interdependence we have yet seed. 

The first part of this emerging theory contains an analysis of 
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Walrasian systems and the Leontief system, and relations between 
them, stressing essentially the production aspect of each. It is 
shown, for example, that while Walrasian systems emphasize equili- 
brium conditions, and the static Leontief system with its dynamic 
version by Hawkins stresses the balance identities, the two may be 
regarded as supplementing each other to a large degree; so that 
when a Walrasian construction is freed from unnecessary shadow 
prices and reduced to linearity the Leontief system is the result. 
Perhaps the most significant part of this work is the recognition 
that implicit in the Leontief analysis and its ‘‘full utilization of 
resources’? assumption is the acceptance of a ‘‘single unit of pro- 
duction decisions’’. Two things stem from this; when this fact is 
made explicit as by Dantzic the practice of programming analysis 
results ; on the other hand, if the acceptance is removed to correspond 
to the multi-units-of-decision systems of capitalism, Arrow’s theorem 
about the non-additive nature of individual value schemes raises 
the question of whether such a system is capable of analysis in this 
or any other form. This is the first part of the problem of summation. 

The distribution aspect of interdependence is treated mainly 
with the methods of von Neumann’s and Morgenstern’s Theory of 
Games, which is related to the distributive aspects of the Leontief 
systems. (Thus Dantzic’s programming is shown as an example 
of the Zero-sum two-person Game with nature and the planner as 
the antagonists.) Dr. Nyblén seeks to demonstrate, though not 
very convincingly, that the Theory of Games construction is implicit 
in the work of Veblen, Myrdal, and Akerman. 

It is of course in this Theory of Games that the second aspect 
of the problem of summation appears. When we progress from 
the Zero-sum or Constant-sum type, the theorem that economic group 
interests cannot be added means in effect that national income is 
never in fact distributed by an automatic system, but by agreements 
made between groups on a basis of habit and capable of giving alter- 
native answers to equilibrium conditions. 

The third part of the problem of summation is seen when the 
production aspects and the distribution aspects as stated are brought 
together. The attempted synthesis given by the Theory of Games 
is examined, and its solution by interpreting strictly in money terms 
is rejected in favour of a tentative acceptance of the appearance of 
dualism in the system in the light of Arrow’s Summation theorem; 
a dualism resembling the dualism in Veblen’s clash between 
“economic’’ and ‘‘pecuniary’’ motives which (the author ingeniously 
suggests) may underlie the historical oscillation between planned 
and free economies. 


The final section of the work attempts to apply the synthesis 
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of interdependence with all its indeterminateness to theories of 
interest, inflation, and business cycles. Such applications, each con- 
fined to a single chapter, must inevitably be simple outline, and 
perhaps this is why the work seems to fall from the high standards 
of earlier chapters. Certainly, if the technique is to be developed 
and accepted (as it seems to deserve) more detailed treatment of 
such applications will be required. 

One indirect but valuable contribution of this book is the extent 
to which it rebuts certain popular facile sneers against mathematical 
economics (without apparently noticing them). It is true that 
Nyblén writes as a mathematician for mathematicians; and his audi- 
ence is necessarily restricted thereby, particularly in Australia 
where economists resemble the Englishman who held all continentals 
barbarians if they could not speak English. For those who take the 
trouble to learn the language this work refutes the charge that 
mathematical formulae merely conceal limiting assumptions. 

Thus after each mathematical treatment comes an explanation, 
not of the mathematics (the reader is assumed not to need this) but 
of the implicit nature of the equations used; as, for example, when 
balance identities by their nature are shown to imply the ‘‘planning- 
system’’ nature of any construction unless accompanied by some 
functional equation to represent a market mechanism capable of 
reducing an apparently multi-unit-of-decision system to a single-unit 
system. 

More panoramically still, the mathematics of Nyblén, far from 
cutting out those complexities in which the true difficulties in 
economic theory lie, brings to light inherent indeterminacies as yet 
scarcely realized by ‘‘literary’’ economists. When mathematics is 
used in this way on the one hand to produce the practical technique 
available to a planned economy and on the other hand to bring new 
understanding of the essential nature of unplanned economies, it 
deserves far more respect than it receives. 

WILFRED T. DOWSETT. 


The Economics of the International Patent System. By Edith Penrose. 
(Baltimore: The John Hopkins Press, 1951.) Pp. xv + 247. 
$4.00. 


When Queen Elizabeth had brought to her notice by Lee an 
epoch-making invention for knitting stockings by a machine—almost 
the only invention of any considerable genius and practical force 
which is known to have been made by any Englishman before the 
eighteenth century—she said, ‘‘I have too much regard for my poor 
people who obtain! their bread by knitting’’. So he took his invention 
to France. Mrs. Penrose is concerned with the political arithmetic 
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of the same problem. A country granting patents freely and easily 
draws industrial research and technical innovations to it. But this 
is not always a net gain. To quote Marshall again, ‘‘But if it is 
patented in England and not in other countries, as is often the case, 
English manufacturers may not use it, even though they were just 
on the point of finding it out for themselves before it was patented ; 
while foreign manufacturers learn all about it and can use it freely’’. 
Clearly, then, in the current air of Nationalism, Mercantilist states- 
men (and companies with patent monopolies)—especially in the 
more industrialised countries—will press for international arrange- 
ments for foreign patenting. Other countries, however, will see 
their best advantage in not granting foreign patents. Indeed, while 
one may agree that America gains from preventing foreign manu- 
facturers using American inventions—especially for commodities 
entering into international trade—it is difficult to see what advan- 
tage non-industrialised or primary producing countries gain. It 
is even more difficult to see what countries in the early stages of 
industrialisation (as Australia and New Zealand) gain from pre- 
venting themselves making use of foreign innovations. 

Mrs. Penrose takes us through these and other intricacies of 
the international patent system. Her aim is to improve on the 
existing International Convention in the light of three chosen criteria: 
(1) It should prevent the exploitation of the weaker industrial 
countries by the stronger. (2) It should reduce the influence of 
patents on the location of industrial activity. (3) It should reduce 
the social cost to each country of granting patents on inventions 
developed and primarily worked abroad. Mrs. Penrose arrives at 
a fourfold conclusion: National patent laws need to.be made more 
uniform; each patent should be a world patent; national laws re- 
quiring a patentee to produce under the patent in the country 
granting the patent (compulsory working clause) should be replaced 
with a compulsory licensing clause—a clause requiring a patentee 
to license his patent to another producer who wishes to use it upon 
payment of a reasonable royalty; and finally, the less-industrialised 
countries should be exempt from any international patent arrange- 
ments. 

There are three miscellaneous points to be noted about the 
book. Fritz Machlup, who contributes the foreword, acknowledges 
the collaboration of Mrs. Penrose in his research on the economics of 
the patent system. The final chapter of the book reassembles con- 
veniently the arguments and findings of Mrs. Penrose. The economic 
theory used in this book was in use long before Adam Smith wrote 
the Wealth of Nations. 

NOEL RUTH. 
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Private and Public Investment in Canada—Outlook 1952. (Queen’s 
Printer, Ottawa.) Pp. 44. 


In Australia, we are now getting used to being outdistanced 
by New Zealand and Canada in one respect after another, while we 
still congratulate ourselves on the achievements of 50 years ago. 

Australia once had the world’s best statistical system, and in 
this respect we have continued to make advances. But this latest 
publication from Canada shows that they have advanced a great 
deal faster than we have. 

Since 1945 the Commonwealth Statistician has attempted to 
maintain a continuous review of the intentions of businesses regard- 
ing the investments which they propose to incur in the near future. 
Some useful results have been obtained, but it appears that our 
technique still needs considerable improvement. 

This recent Canadian publication shows that they can now 
generally foresee business investment for a year ahead with only 
a 10 per cent margin of error, analysed moreover by industries and 
districts in considerable detail. 

This admirable piece of statistical work obviously plays an 
important part in the determination of Canada’s general economic 
policy. 

COLIN CLARK. 


Collected Economic Papers. By Joan Robinson. (Blackwell.) 

Pp. xii + 236. 21/- stg. 

The papers collected between these covers were, with the excep- 
tion of one of them, written by Mrs. Robinson at various times since 
1930. Some have previously been published in journals, some in 
less accessible places, while others are here printed for the first time; 
postscripts have been added to some of the previously printed papers. 
Thus put together they make a remarkable performance. The shape 
of the collection as a whole derives from a development of ideas: 
first there is a group of articles on topics of static analysis; secondly 
a group on Keynesian economics, with which may be placed the 
fourth group on international trade; and thirdly a group dealing 
with theories of development. But ‘‘There is a deep-seated conflict 
in the ‘Principles’, of which Marshall himself was uneasily aware, 
between the analysis, which is purely static, and the conclusions 
drawn from it, which apply to an economy developing through 
time . . .’’ and ‘‘It seems to me now that, if we had taken him 
the right way, Marshall would belong there also’’—in the third 
group with Marx, Schumpeter and Harrod. And so there is a fifth 
section consisting of the one paper written before 1930, a disrespectful 
tribute, a charming fairy-tale poking fun at Marshall’s Principles. 
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Of the papers now being published, or published in English, for 
the first time, the one of most general interest is perhaps ‘‘Some 
Obstacles to Full Employment’’. It raises, but it scarcely answers, 
the question of the definition of full employment as a desirable or 
reasonable objective. And the difficulties ensuing from a successful 
full employment policy are hardly faced squarely or given their due 
weight. But it is a stimulating if provocative paper, like the rest 
of this excellent book. 

The Australian price is 35/6; perhaps Mrs. Robinson didn’t, 
after all, take the wrong turning by devoting so much attention to 
the ‘‘Economics of Imperfect Competition’’. 


R. H. BARBACK. 


The Rate of Interest and Other Essays. By Joan Robinson. (Mac- 
millan.) Pp. viii + 170. 10/6. 


This is a group of three essays bearing on the analysis of a 
dynamic economy, albeit an abstract, closed, laissez-faire system. On 
a first reading, the reviewer was left with a feeling of complete 
bewilderment. No system seemed to have emerged at all, and the 
impression was one of having ploughed laboriously through a great 
deal of disconnected comments. However, with a much closer read- 
ing, with a certain amount of re-reading, he managed to pick out 
the general thread and the associated particular features. 

The first essay, ‘‘The Rate of Interest’’, has already appeared 
in print, and will not be dealt with here. The second essay contains 
notes on Technical Progress. There is some discussion on Innovation, 
the method by which technical progress is made effective in thc 
economy. It is decided that innovations involve the shifting from 
one “‘method’’ of production to another. This, however, includes 
shifts occasioned by changes in relative factor prices as well as those 
resulting from the introduction of new knowledge. 

The essay proceeds to discuss the effect of innovations on the 
shares of national income going to labour and capital, and the effect 
upon investment. There is some interesting comment on the capital- 
saving or capital-using nature of innovations, but the conclusion 
reached is that there is no reason in the long run for either to pre- 
dominate. 

The third of these essays, ‘‘The Generalization of the General 
Theory’’, is perhaps the most important. First, it decides that the 
tate of interest is of little use in regulating the economy, especially 
it the majority of bondholders have a strong conviction of its long run 
Stability. It is, in its effects, ‘‘too little, too late’’. 
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Africa and other countries which will be very useful to students in 
Australia and New Zealand. 
G. C. BILLING. 


Essai sur la Politique des Subventions Administratives. By Jean 
Boulouis. (Librarie Armand Colin, Paris, 1951.) Pp. ix + 334. 
Frs. 800. 

The term ‘‘administrative subventions’’ is used to cover pay- 
ments made by the state to other public authorities to enable them 
to meet expenditure of various types which they must incur. These 
kinds of assistance to local authorities (grants in aid) have con- 
siderably increased everywhere during the present century. This 
is particularly true as applied to France—to such an extent, in 
fact, as to justify reference not only to a practice, but also to a 
policy of administrative subventions. 

In Part I, M. Boulouis deals with political and constitutional 
aspects. In separate chapters he discusses the historical development 
of subventions in a centralized unitary state such as France up to 
1870, in a unitary state with local self-government such as England, 
and in a federal state as exemplified by Switzerland. It would 
have been interesting to have had the author’s comparison between 
Australia and Switzerland in that connection, though this would 
probably have brought to light difference rather than similarity. 

In Part II, under the heading of ‘‘The Administrative Prob- 
lem’’, after discussion of the problem of the division of charges 
between national and local authorities, M. Boulouis deals with the 
relation of subventions to the activities and independence of the 
various authorities receiving them. In Part III, the author is 
concerned with the financial problem—the policy of subventions and 
local finances; both from the point of view of the contribution of 
such assistance to the equilibrium of local budgets and from that 
of the effect on the national finances. 

M. Boulouis shows how the policy of subventions leads to a 
growth of the central power, and because of this, exhibits some 
tendency towards totalitarianism, a danger to be avoided at all 
costs. Professor Louis Rolland in his preface also calls attention 
to the danger of centralization, a danger from which we can hardly 
claim to be free in Australia. 

G. A. WELLER. 


The Exchange Stability Problem. By G. Stuvel. (Blackwell, 1951.) 
Pp. viii + 242. 21/- stg. 
In the conditions of continuous and severe international dis- 
equilibrium of the post-war years, the question how far changes in 
exchange rates provide a remedy has naturally been highly topical. 
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Economists, however, have found themselves ill-equipped to give a 
confident answer, and that for two reasons. On the one hand, con- 
ventional theory made the answer depend on certain critical values 
of elasticities of demand and supply in international trade about 
which virtually nothing was known empirically. On the other hand, 
conventional theory, developed largely in the Marshallian tradition 
of partial equilibrium analysis, patently left out of the picture some 
of the most important causal relationships on which the answer was 
intuitively seen to depend in many concrete cases. Very properly, 
economists took up the challenge and have produced substantial 
work in the last few years on both aspects of the problem. 

On the first, the empirical evaluation of the ‘‘erucial’’ elas- 
ticities, the pioneering work of Chang and others which seemed to 
hold out great promise has landed in the doldrums—whether tem- 
porarily or permanently remains to be seen. On the second aspect, 
a more comprehensive theoretical analysis, a series of journal articles 
by Brown, Polak, Stolper, Metzler, Balogh and others, is now fol- 
lowed by a book by a Dutch economist of Tinbergen’s school which 
submits the whole problem to rigorous and comprehensive, though 
not perhaps exhaustive, analysis. 

The two most important novel features of Dr. Stuvel’s approach 
are, first, that he abandons the traditional two-country for a one- 
country approach which implies treating all repercussions of exchange 
rate changes via foreign income and price levels as negligible, a 
reasonable simplification except ‘for preponderant economies like 
the U.S.A. and U.K. and for mass devaluations such as those of 
1949; and that he investigates the indirect effects of exchange rate 
changes on import demand via domestic income and price level 
changes which the traditional partial equilibrium analysis has, 
for the most part, neglected. Particular attention is paid to the 
effects on import demand of changes in domestic real incomes, treated 
in terms of the marginal propensity to spend and the price elasticity 
of demand, according to whether real incomes change through 
changes in money incomes or in the price level (any difference in 
spenders’ reactions being due to ‘‘money illusion’’), and to the 
reaction of wage rates to price changes. 

Dr. Stuvel’s exposition, though a model of tidiness and lucidity, 
makes considerable demands on the reader. No individual mathe- 
matical operations of any difficulty are employed, but the strain 
of following a closely-knit analysis, involving some 17 variables, 
12 coefficients, and formulae containing over 70 terms, through 150 
pages is severe. It is not diminished by the use of many unusual 
definitions of familiar concepts, e.g. ‘‘production’’ to denote net 
national output plus imports, ‘‘consumption”’ as including investment 
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expenditure, or the ‘‘marginal propensity to spend’’ as re. 
ferring to investment as well as consumption spending (and ‘‘money 
illusion’’ therefore as referring to investors’ as well as consumers’ 
and wage-earners’ reactions). But it would be a pity if these hurdles 
deterred Australian economists from studying Dr. Stuvel’s book. 
Conventional foreign exchange theory has been particularly unsatis- 
factory in relation to Australia where an analysis of the effects of 
changes in exchange rates which tends to assume perfectly elastic 
supply of exports and ignores the effects of income and wage rate 
changes does not begin to make sense. 
H. W. ARNDT. 


Formulation and Economic Appraisal of Development Projects. 
Vols. I and II. (United Nations, New York, 1951.) Vol. I, pp. 
xiv + 473, 22/6. Vol. II, pp. vii + 308, 17/6. 


These volumes contain the lectures on economic appraisal of 
development projects delivered at the Asian Centre on Agricultural 
and Allied Projects Training Institute in Lahore, Pakistan, during 
October-December 1950. The lectures are printed substantially as 
they were delivered, which makes these volumes rather tedious 
reading. The colloquial and discursive exposition soon becomes 
irritating and will militate against these volumes being studied 
as carefully as they deserve. It is therefore to be hoped that the 
promised concise text-book based on these lectures and other mate- 
rial will not be long delayed. 

Volume I contains the six major lecture courses. These are 
entitled: Development Projects as Part of National Development 
Programmes (Hans W. Singer), Appraising Costs and Benefits of 
Development Projects (J. Thomsen Lund), Methods of Economic 
Forecasting (Mordecai Ezekiel), Organization and Administration 
(Marion Clawson), Financial Aspects of Economic Development 
(E. De Vries), and Preparing the Final Prospectus and Proposal 
for a Development Project (Mordecai Ezekiel, Kemal Suleyman 
Vaner). Lecture course titles can be very misleading, and _ these 
intriguingly entitled lecture courses are no exception. The dis- 
tinctly elementary level of the lectures has meant that many diff- 
cult problems have been glossed over while simpler ones have been 
given almost painfully thorough treatment. The trained economist 
therefore will find these lectures rather boring, but nevertheless 
there is much in them to excite the interest of economists and 
technologists if they try to integrate these six courses for them- 
selves. In the present volume there is an evident, though under- 
standable, lack of integration of the parts. 

Volume II comprises lectures on special aspects of economic 
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development, ranging from general problems like democracy, educa- 
tion and human factors, to specialized problems like health, agri- 
culture, reforestation, fisheries, irrigation and road construction. 
Qn the whole, the lectures on the general problems are elementary 
introductions and those on the special problems of a technological 
rather than economic nature, but they do create a vivid impression 
of the wide ramifications of national development programmes in 
under-developed areas. 
G. A. J. SIMPSON-LEE. 


World Economic Report 1949/50. (Department of Economic Affairs, 

United Nations, New York, 1951.) (Available in Australia from 

H. A. Goddard Pty. Ltd., 255a George St., Sydney, N.S.W.) 

Pp. 247. 17/6 stg. 

This Report which is divided into three parts comprising ten 
chapters gives a comprehensive and compact review of world 
economic developments during 1949 and the first half of 1950 
together with some preliminary comments on trends since then. 
Part I analyses domestic changes in three broad groups of countries, 
namely, the United States and other developed private enterprise 
economies, the centrally planned economies of Eastern Europe, and 
selected countries in Latin America and the Far East, as well as in 
Germany, Japan and China. Part II deals with developments in 
international trade and payments, and Part III with dollar deficits 
and currency devaluations. 

The Report finds that the short-lived U.S. recession which devel- 
oped late in 1948 and continued into the second half of 1949 had 
widespread adverse repercussions on domestic economic activity, 
the terms of trade and balances of payments of many countries, 
which culminated in the imposition of new restrictions on imports 
and a wave of currency devaluations in September and October 
1949. However, with subsequent recovery in the United States 
production rose again in most countries during the last quarter of 
1949 and throughout 1950. Increased production together with 
rising prices for primary products and continued restrictions on 
imports enabled many soft currency countries to reduce or eliminate 
the net debits in their current accounts with the dollar area and 
in some cases to increase their holdings of gold and dollars. 

Over the eighteen months as a whole which the Report surveys 
total world production of industrial goods rose above the average 
level of preceding years. All countries, except some of the under- 
developed economies, shared in this expansion. The increased avail- 
ability of supplies in 1949 had the effect of dampening down infla- 
tionary forces in most countries and also of increasing the volume 
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of international trade. However, important changes took place 
in the direction of this trade. As a result of increased production, 
the war-devastated countries of western Europe were able to reduce 
their abnormally high imports from the dollar area and at the same 
time to increase their trade with one another. Trade between the 
countries of eastern Europe also expanded, but for non-economic 
reasons east-west trade remained stagnant and well below pre-war 
levels. The volume of trade of many of the underdeveloped countries 
fell during 1949 but rose again in the following year in a number 
of them. 

The impact of the Korean war has been reflected in two main 
directions. Firstly, it renewed and intensified inflationary pres- 
sures in most countries but more particularly in the United States, 
and secondly, the impetus which the resulting rearmament pro- 
gramme gave to the upward movement in commodity prices together 
with increased U.S. financial aid to various countries enabled the 
rest of the world to build up their gold and dollar reserves. The 
improvement in the position of the sterling area enabled the United 
Kingdom to dispense with Marshall Aid in January 1951, some 
eighteen months ahead of schedule 

The Report expresses the view that the progress which was 
made in 1950 towards international economic equilibrium was due 
to temporary factors and that this trend is likely to be reversed 
when the rearmament programme tapers off. There are two reasons 
for this; firstly, because of the tendency of Canada and the United 
States to become less dependent on the rest of the world for certain 
raw materials and manufactured goods; and secondly, because the 
expansionist domestic economic policies of various countries are 
likely to maintain an excessive demand for imports from the dollar 
area. 

The Report is very well written and the text is well fortified 
with numerous statistical tables. In addition there is an extensive 
Statistical Appendix, a Chronology of Major Economic Events 
during 1949 and 1950, and a complete Index. Students, teachers 
and others interested in this field will find this volume a most useful 
source of reference. The Department of Economic Affairs is to be 
congratulated on its production. 

D. W. OXNAM. 


Economic Survey of Europe in 1950. Prepared by the Research 
and Planning Division Economic Commission for Europe, 
Geneva, 1951. (United Nations.) Pp. xii + 263. 17/6 stg. $2.50. 
The Economic Survey of Europe in 1956 is the fourth in a 

series of annual economic reports by the Research and Planning 

Division of the Secretariat of the Economic Commission for Europe. 
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Most students of contemporary international economics have 
come to regard these reports, with their wealth of statistical infor- 
mation combined with a thorough analysis of the facts and discussion 
of prospects, as an indispensable source of information. Indeed, 
the Surveys may be regarded as yearly highlights in the field of 
applied economics. Apart from most valuable statistics, these reports 
contain the comments of able economists on recent economic develop- 
ments, not only in Europe, but in the world as a whole. In Aus- 
tralia, with its close ties to sterling, they should be of particular 
interest. Opinions are expressed on likely future trends and policy 
recommendations made. 

It is impossible, in a brief review such as this, to do more than 
indicate the contents of the 263 two-column pages of the Survey 
under discussion. 

The 1950 issue consists of five chapters. In addition to the 
figures to be found in the text of these chapters, there are over 30 
pages of supplementary statistics. More than 60 pages are devoted 
to sources and methods of compilation. 

The first chapter is of a general nature and deals with the 
change in the economic setting in the world of 1950. Here we 
learn that the world’s industrial output rose by some 13 per cent 
in 1950, a rise inadequately supported by increased production of 
raw materials, stocks of which became nearly exhausted. The expan- 
sion of production in Europe is dealt with in detail in chapter II. 
A disparity developed in the general rise in prices, prices of both 
foodstuffs and manufactures lagging considerably behind prices of 
raw materials, such as wool and rubber. As a result Europe as 
a whole, and also the United States, saw a marked deterioration in 
their terms of trade with other areas. 

International trade in 1950 increased by some 11 per cent in 
volume. The dollar shortage was greatly eased; Europe’s gold 
and dollar holdings rose but there was a great increase in the claims 
of the overseas sterling area on the United Kingdom. The details 
of these developments in international trade and payments are 
discussed in chapter IV. 

The main theme of the 1950 Survey is the scarcity of raw 
materials as a result of the rearmament programme and the problem 
of further inflation. The raw material position is dealt with in 
chapter III; the inflation problem is discussed in chapter V. 

Whereas for the primary producing countries it is mentioned 
early in the report that the best anti-inflationary measure seems 
to be the imposition of export taxes, in the last chapter a different 
line of action is recommended for the Western European countries. 
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Here the policy advocated is an appreciation of the currencies of 
these countries with respect to the dollar area. For a detailed dis. 
eussion of the particular circumstances which led the authors to 
believe that this policy would not only be anti-inflationary but 
would also improve the balances of payments of the appreciating 
countries, the reader may be referred to the very interesting fifth 
chapter of the Survey. 

The recommendation of an appreciation of Western European 
currencies is the outstanding feature of the 1950 Survey. Inter- 
esting is also its advice to have it followed by a flexible exchange 
policy, by which is meant a policy whereby countries are prepared 
to quickly adjust foreign exchange rates in both directions in re. 
sponse to changes in world conditions. This counsel seems to be 
contrary to the principles of the International Monetary Fund. 


A. J. REITSMA. 


Productivity and Trade Unons. By F. Zweig. (Basil Blackwell, 

Oxford, 1951.) Pp. 240. 21/-. 

This publication consists of the results of considerable research 
by the author into the effects of trade unions on productivity in the 
United Kingdom. The research technique was that of the informal 
interview of both employers’ and employee representatives at dif- 
ferent levels. Anyone who has had experience with this technique 
in the field of industrial relations will know well the difficulties the 
author encountered. The object was to obtain facts rather than 
opinions, and a genuine attempt was undoubtedly made to do this, 
but the two are not always completely separable. 

The author found that the results of his research and the atti- 
tudes he encountered were very similar to those revealed in 1935 
in the study Are Trade Unions -Obstructive? edited by John Hilton 
and others, although his research technique is different. The author 
concludes that trade unions, as institutions, have very long memories, 
and tend to stick to the formulated habits and customs, changing 
them little as the environment changes. 

An important part of the research is an investigation of the 
effect of restrictive practices. This does not get away to a promising 
start because the author finds it impossible to define restrictive prac- 
tices. Definition is simple for the theoretical economist: ‘‘but the 
first thing I had to learn was that I have to put the economist to 
sleep before the social investigator can take over’’. (p. 15.) Most 
employers appeared to support the so-called restrictive practices. 
The question of machine manning is perhaps the most clear-cut 
ease; the unions may demand 5 men of certain skill for a particular 
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machine whereas the manufacturer of the machine contends that 
3 unskilled men can tend it quite efficiently; yet even here some 
employers defended the trade union attitude, saying the machines 
were very costly, and they wanted to make sure they were well 
looked after. So-called restrictive practices are really an industrial 
code which must change with changing conditions. They are usually 
administered quite sensibly by both sides when industrial relations 
are good, even though the code may lag behind changes in production 
techniques. But when industrial relations are bad, and particularly 
during periods of large-scale unemployment, restrictive practices 
undoubtedly adversely affect production. They are used by workers 
as a substitute for the strike weapon, e.g. ban on overtime, working 
to rule, etc. Thus the conclusion appears to be that the so-called 
restrictive practices are only restrictive through bad industrial 
relations. 

Apart from the discussion of restrictive practices, Part I con- 
sists of a chapter which supports the broad approach of the large 
industrial union as against the narrow sectional attitude of the small 
union, a chapter analysing the efficiency of workers under conditions 
of full employment, a chapter seeking to display the grouping of 
factors which lead to higher productivity in individual firms, and 
a chapter on the value of the situational approach. 

Part II consists of five chapters which virtually outline the 
background of industrial relations in five industries—building and 
civil engineering, cotton, iron and steel, printing, and engineering. 
No major conclusions emerge from this survey. 

The approach of the author is a commendable one, which recog- 
nizes the many facets of industrial relations. Any particular situation 
must be studied from many different points of view, ‘historical, group 
attitudes, personalities, ete. This book is valuable as a broad study 
in industrial relations. Its chief conclusion is that there can be no 
clear-cut conclusions. It is even more valuable as an object lesson 
to the researcher who intends to use the informal interview technique 
in an industrial relations study. 


ARNOLD COOK. 











BOOKS RECEIVED 
A.—AUSTRALIAN AND NEW ZEALAND PUBLICATIONS. 


BURDEKIN RIVER AUTHORITY: Report on the Burdekin River Irriga- 
tion, Hydro-Electric and Flood Mitigation Project. (Burdekin River 
Authority, Queensland, 1951.) 

To be reviewed. 


FOENANDER, O. de R.: Studies in Australian Labour Law and Relations. 
Melbourne University Press, 1952.) 30/-. 
To be reviewed. 


JOINT COAL BOARD: Fourth Annual Report of the Joint Coal Board. 
(Joint Coal Board, 1952.) 

This report covers the financial year 1950-51, and is along similar 
lines to earlier reports. Its review of the various problems connected 
with the production and utilization of coal provides a vast amount of 
valuable information that is not available elsewhere. 


RESEARCH SERVICE: Coal and Transport. (Research Service, Sydney, 
1952.) 
Another of the surveys of this organization concerned mainly with 
coal production in all its aspects and the way in which it affects 
various types of transport. 


RESERVE BANK OF NEW ZEALAND: Foreign Exchange. (Reserve 
Bank of New Zealand, 1952.) 2/6. 

This slim volume reproduces a number of articles originally pub- 
lished in the Bulletin of the Reserve Bank, dealing with various 
monetary, banking and exchange problems. Especially valuable are 
the two articles dealing with exchange control in New Zealand. 


STEVEDORING INDUSTRY BOARD: Second Report. (Australian 
Stevedoring Industry Board, Sydney, 1952.) 
This second report brings. the account of the work of the Board up 
to the middle of 1951. In a number of appendices it provides valuable 
statistical information regarding the industry. 


B.—OTHER PUBLICATIONS. 


ADLER, J. H., SCHLESINGER, E. R., and WESTERBORG, E. van: 
The Pattern of United States Import Trade since 1928. (Federal 
Reserve Bank of New York, 1952.) 

To be reviewed. 


ALBERS, W.: Die Kapitalausstattung der Fliichtlingsbetriebe in West- 
deutschland. (Kiel University, 1952.) DM. 5. 

This work endeavours to give an insight into the inner structure of 
the refugee industries established since 1945. It deals with the short- 
age of capital for these industries and the measures necessary to 
ensure the provision of sufficient capital for them. It also examines 
related economic and political questions. 


ANTHONY, R. N.: Management Controls in Industrial Research Organi- 
zations. (Harvard Business School, 1952.) $6.75. 
(Bailey Bros. & Swinfen Ltd., 1952.) 54/-. 

This is a study of administrative control and scientific research acti- 
vities in American industry and deals with problems that have arisen 
out of its growth in recent years. Case studies of control techniques 
in certain laboratories are presented, but no generally applicable rules 
for successful management control for research activities are pre- 
sented by the author. 


AYRES, E. and SCARLOTT, C. A.: Energy Sources—the Wealth of the 
World. (McGraw-Hill Book Co., New York, 1952.) $5.00. 
To be reviewed. 
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BANK FOR INTERNATIONAL SETTLEMENTS: 22nd Annual Report; 

April 1951-March 1952 and Index of Annual Reports 1 to 20. 1930-31 

to 1949-50. (Bank for International Settlements, Switzerland, 1952.) 

This is the 22nd Annual Report of the B.I.S. and as usual presents 

a wealth of information and a number of tables in which price move- 

ments, foreign exchange rates, monetary reserves and almost every 

other conceivable financial activity are covered in the same unexcep- 

tionable manner as in previous reports. The Index will be extremely 
valuable for purposes of reference. 


BAUMOL, W. J.: Welfare Economics and the Theory of the State. 


(London School of Economics, and Longmans, Green & Co., London, 
1952.) 35/6 A. 


To be reviewed. 


BEHRENS, C. F.: Commercial Bank Activities in Urban Mortgage 
Financing. (National Bureau of Economic Research, New York, 
1952.) $2.50. 

This study is primarily concerned with the methods of finance in 
regard to residential and commercial properties followed by the com- 
mercial banks in the United States. It deals with long term mortgage 

‘ loans of such properties and examines these from legal and various 
other aspects, mainly dealing with the period from 1920 onwards. 


Bibliographischer Index und Literaturbericht. (Institut fiir Raumforschung, 
Bonn, Germany, 1952.) 

This valuable bibliography is divided into a number of separate 
sections and deals with every possible aspect of spatial research and 
regional planning, in which fields it is a mine of useful information. 
As a reference book for regional planning, this volume appears to be 
indispensable. 


BINDER, R.: Die Steuern in den Vereinigten Staaten von Amerika, 1929- 
1952. (Kiel University, 1952.) DM. 20. 

This is an introduction to the American system of taxation and, as 
such, joins the numerous important publications of the Institut fiir 
Weltwirtschaft of Kiel University. It contains a large number of tables 
and diagrams and covers the ground very thoroughly. 


BROIDE, J: Bibliografia sobre Ciclos Economicos. (Faculty of Economic 
Science, Buenos Aires University, Argentina, 1951.) 
This bibliography of the business cycle lists a great number of 


contributions to the theory of the cycle under a number of different 
headings. 


BROWN, E. C.: Effects of Taxation on Depreciation Adjustments for 
Price Changes. (Harvard Business School, 1952) $3.25. 
(Bailey Bros. & Swinfen Ltd., 1952) 26/-. 
To be reviewed. 


BROWN, M. P.: Operating Results of Department and Specialty Store 
— (Division of Research, Harvard Business School, 1952.) 
2.50. 

This survey contains a comparison of branch department and 
specialty stores’ operating results in 1950. It also discusses the trends 
in the operating results of these organizations and classifies their 
merchandising operating results by volume of sales. It concludes with 
a discussion of the effect of location on the results of these trading 
organizations. 


BUFILL, C. M.: Tratado Comparado de Securidad Social (Comparative 
Treatise of Social Security). (Ministero de Trabajo, Instituto Nacional 
de Provision, Madrid, 1951.) 
After a survey of the historical evolution of social security the 
author examines the aspects of this concept as a right and as policy. 
In the section on policy there is a sketch of social security legislation 
in a great number of countries including Australia and New Zealand, 
ag of finance and administration and a concluding section on 
policy. 
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BURNS, A. F.: The Instability of Consumer Spending. (National Bureau 
of Economic Research, New York, 1952.) 
A short Paper by the Research Director of the N.B.E.R. presented 
at the annual meeting of the Board of Directors in February 1952. 
The importance of variations in consumer buying is stressed, the 
theory of consumption held by various economists is sketched, together 
with recent changes of views and details of the Bureau’s investigations 
are set out. The Paper is followed by a report on the Bureau’s acti- 
vities during 1951. 


BURNS, A. F. (Edr.): Wesley Clair Mitchell, The Economic Scientist. 
(National Bureau of Economic Research, New York, 1952.) $4.00. 
To be reviewed. 


COLE, G. D. H.: Introduction to Economic History, 1750-1950. (Macmillan 
& Co., London, 1952.) 10/-. 
To be reviewed. 


COMMONWEALTH ECONOMIC COMMITTEE: 85th Report. A Review 
of Commonwealth Agriculture: Production and Trade. (Her Majesty's 
Stationery Office, London, 1952.) 

This report surveys the background to the current problems of 
“the largest industry of the Commonwealth”. It examines the chang- 
ing background of agriculture for individual Commonwealth countries 
and includes a general review of the trend of production and prices 
and of the development of Commonwealth trade in agricultural products. 


CONAN, A. R.: The Sterling Area. (Macmillan’s Overseas Library, 
London, 1952.) 16/-. 
To be reviewed. 


CREAMER, D. (Edr.): Bibliography on Income and Wealth, Vol. I. 
(Bowes & Bowes, Cambridge, 1952.) 

This annotated international bibliography covering the period from 
1937-47 is a voluntary co-operative effort undertaken by scholars actively 
interested in the fields of income and wealth. It contains over 1,500 classi- 
fied and annotated entries and an introduction by Professor Kuznets. 
The entries are classified under the following headings: (1) Social 
accounts, national income and their variants; (2) Wealth; (3) Dis- 
tribution of income and wealth by size groups; (4) Estimates of labour 
force by geographical areas; (5) International comparisons of income, 
wealth and labour force estimates; (6) Economic analysis centred on 
concepts or estimates of income and wealth. This volume is to be 
followed by others covering succeeding years and the undertaking is 
of unquestionable importance to anyone engaged in research on the 
subject covered. 


DEPARTMENT OF TRADE AND COMMERCE: Supply of Building 
— in Canada. (Department of Trade and Commerce, Ottawa, 
1952. 

This short report on the supply of building materials in Canada 
commences with a section on the general outlook for the supply of 
such materials in the present year, and follows this up with a review 
of supply during the period from 1946 to 1951. At the conclusion of 
this review it deals separately with individual materials. 


DEPARTMENT OF TRADE AND COMMERCE: Private and Public 
Investment in Canada. Outlook 1952. (Department of Trade and 
Commerce, Ottawa, 1952.) 

Reviewed in this issue. 


EDDING, F.: Die Fliichtlinge als Belastung und Antrieb der Westdeutschen 
Wirtschaft. (Kiel University, 1952.) DM. 3.50. 

This further study of the Kiel Instiut fiir Weltwirtschaft discusses 
the effect of the presence of the refugees who have, in recent years, 
entered West Germany. The resultant problems are seen from two 
different points of view, first, in regard to the difficulties created in 
absorbing them into the population structure, and secondly, from 
the point of view of the stimulus to the West German economy which 

they have provided. . 








u 
d 
1e 


as 
i- 


Ww 
rs 


of 
g- 
es 


ts. 
‘y, 


hen 


Ses 
ar's, 
two 
in 
rom 
Lich 





1952 BOOKS RECEIVED 339 


EUCKEN, W.: Grundsdtze der Wirtschaftspolitik. (J.C. B. Mohr, Tiibin- 
gen, Germany, 1952.) DM. 21. 
To be reviewed. 


ae Te " The Art of Administration. (Oliver & Boyd, London, 
1952 6 
This book deals with various aspects of management in regard to 
which the author appears to have had experience in several different 
spheres and to be acquainted with the work of authorities in different 
countries. He claims that there is a lack of interest in the art of 
administration and that this is, to a large extent, at the root of much 
unsoundness that occurs in regard to management. He concludes with 
thirteen pages of questions designed to test the extent to which his 
ideas have been observed by his readers. 


FOSSUM, P. R.: Principles of Economic Development. (The College Press, 
Tacoma, Washington, 1952.) $3.00. 
To be reviewed. 


FRANKEL, S. H.: Some Conceptual Aspects of International Economic 
Development of Underdeveloped Territories. (International Finance 
Section, Princeton University, 1952.) 

To be reviewed. 


GIESE, F.: Die Bundeskompetenz zur Regelung und Gestaltung der 
Raumordnung. (Institut fiir Raumforschung, Germany, 1952.) 
A further volume covering various aspects of the planning of 
settlement and industrial location in Germany. 


GOLD COAST: Trade Report for the Year 1949. (Gold Coast Govern- 
ment Printing Department, Accra). 12/6. 

This report covers the trade of this West African colony in a very 
complete manner. It provides very full statistics regarding imports 
and exports and very full information regarding every aspect of the 
external trade of the colony. 


GORDON, R. A.: Business Fluctuations. (Harper & Brothers, New York, 
1952.) $5.00. 
To be reviewed. 


GRIMES, B. E. and WEILER, E. T.: Problems in Economics (to accom- 
pany The Economic System by E. T. Weiler.) (The Macmillan Co., 
New York, 1952.) $2.00. 

To be reviewed. 


GRUBER, K.: Conditions of Full Employment. (William Hodge & Co. 
Ltd., 1952.) 12/6. 
To be reviewed. 


HARROD, R. F.: The Pound Sterling. (International Finance Section, 
Princeton University, 1952.) 
To be reviewed. 


HERLEMANN, H. H.: Branntweinpolitik und Landwirtschaft. (Kiel 
University, 1952.) DM. 17.50. 

A discussion of the German brandy producing industry up to 1945 
and a criticism of the existing monopoly in the production of this 
spirit. 

—— J. R.: The Social Framework. (Oxford University Press, 1952.) 

1/-.A. 

A second edition of this well-known standard work. It has been 
brought up to date and contains new chapters dealing with the social 
accounting system and the social accounts of the United Kingdom 
and a new appendix on the national balance sheet. 


— Memorial Lectures, 1941-1950. (Oxford University Press, 1952.) 
This book contains the second series of ten lectures delivered under 

the auspices of the Hobhouse Memorial Trust in memory of L. T. Hob- 
house, the famous Professor of Sociology in the University of London 
from 1908 to 1929. The ten distinguished lecturers cover a great 
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variety of fields and it is of very great advantage to have their lectures 
collected together within the covers of this volume. 


HOLDEN, P., FISH, L., SMITH, H.: Top Management Organization and 
Control. (McGraw-Hill Book Co., Inc., 1951.) 
This is a survey of American corporate organizations and practice, 
prepared by the Graduate School of Business of Stanford University. 
It makes available to industry the ideas and the experiences of a 
representative group of the large corporations throughout the United 
States and in doing so, provides valuable information for the planning 
of business executives free from personal influences and traditional 
habits of thought. 


INSTITUTO DE ECONOMIA: Bibliografia sobre Economia Internacional 
(Instituto de Economia, Faculty of Economic Science, University of 
Buenos Aires, Argentina, 1951.) 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOP- 
MENT: The Economic Development of Iraq. (Johns Hopkins Press, 
Baltimore, U.S.A., 1952.) $5.00. 

To be reviewed. 


JASNY, N.: The Soviet Economy during the Plan Era. (Stanford Univer- 
sity Press, California, 1952.) $2.00. 

This work carries further the investigation into the economy of the 
U.S.S.R. which has already been published, in so far as it affects 
agriculture, under the title of “Socialised Agriculture of the U.S.S.R.” 
It is the first of three parts of a consideration of the non-agricultural 
sector of the Soviet economy and discusses very carefully the general 
development of the country, the sources of national income and the 
allocation of national income. In an appendix the author provides 
tables showing the cost of living of workers in Moscow and elsewhere. 


KEITH-LUCAS, B.: The English Local Government Franchise. (Basil 
Blackwell, Oxford, 1952.) 27/6. 

Almost at the beginning of this book, the author contrasts the 
enormous changes made in English Local Government between 1834 
and 1894 with the relatively small change since the passing of the 
Local Government Act of 1894. He shows how the transition occurred 
and the circumstances which led to the growth of democracy in Local 
Government, and the disappearance of corruption. First the Poor 
Law, after the famous Royal Commission of 18338, was radically 
altered by the Poor Law Amendment Act of 1834, and has been further 
revised in later legislation. Then the Royal Commission on Municipal 
Corporations followed by the Municipal Corporations Act of 1835. 
Later, Acts of 1867 and 1884 resulted in practically household suffrage 
for these organs of local government and further reforms were 
effected by Acts passed in 1918, 1928 and 1945. Reform in the Coun- 
ties rests on the 1888 legislation and subsequent amendments. The 
story is completed by chapters on “Electoral Procedure”, “Qualifi- 
cations”, “Disqualifications”, “Nominated Members”, “Majorities and 
Minorities” and a valuable survey is supported by a Bibliography and 
an Index of Acts of Parliament. 


KENDALL, M. G. (Edr.): The Sources and Nature of the Statistics of 
the United Kingdom. (Oliver & Boyd Ltd., London, 1952.) 21/-. 
To be reviewed. 


KISSELGOFF, A.: Factors Affecting the Demand for Consumer Instal- 
ment Sales Credit. (National Bureau of Economic Research, New 
York.) $1.50. 

This is an investigation of the factors influencing the demand for 
instalment sales credit in the United States and is closely related to 
the studies in consumer financing commenced by the Bureau in 1948. 
These studies have provided many of the basic data necessary for 
the carrying out of the present work. 


KNIGHT, B. W., and HINES, L. G.: Economics. (Alfred A. Knopf, Inc., 
New York, 1952.) $5.75. 
To be reviewed. 
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KRIZ, M. A.: The Price of Gold. (International Finance Section, Prince- 
ton University, U.S.A., 1952.) 
To be reviewed. 


LANCASTER, J. L.: County Income Estimates for Seven South-eastern 
States. (Bureau of Population and Economic Research, University 
of Virginia, U.S.A., 1952.) 
Reviewed in this issue. 


LONG, C. D.: The Labor Force in War and Transition. Four Countries. 
(National Bureau of Economic Research, Inc., New York, 1952.) $1.00. 
The four countries concerned are the United States, Great Britain, 
Germany and Canada, and developments during the war and subse- 
quently are carefully examined. A number of tables and diagrams 
illustrate the changes in the countries concerned during the period 
studied. 


LUTTRELL, W. F.: The Cost of Industrial Movement. Occasional 
Papers, XIV. (National Institute of Economic and Social Research, 
Cambridge University Press, 1952.) 18/-. 

To be reviewed. 


MARSH, D. R.: Corporate Trustees. (Europa Publications Ltd., London, 
1952.) 25/- net. 

In this book, the author discusses a branch of business that has 
come to be regarded as a recognized function of British banks and 
is playing an increasingly important part in those of insurance com- 
panies besides constituting the activities of a separate Government 
department. The author provides a history of the development of 
the functions of corporate trustees and an account of the working 
of trustee departments. The legal aspect is also covered, but primarily 
from the point of view of Britain whose legislation in regard to these 
matters differs to some extent from Australia. 


MAXWELL, J. A.: Federal Grants and the Business Cycle. (National 
Bureau of Economic Research, Inc., U.S.A., 1952.) $2.00. 
To be reviewed. 


MEADE, J. E.: A Geometry of International Trade. (George Allen & 
Unwin Ltd., London, 1952.) 28/-. 
To be reviewed. 


MEADE, J. E., and STONE, R.: National Income and Expenditure. 
(Bowes and Bowes, Cambridge, 1952.) 3/- net. 

This is a third edition of a valuable pamphlet by these authors 
which was first published in 1944. It has been revised, and the figures 
have been brought up to date to cover the picture to the end of the 
year 1950. New sections have been added, dealing with quantity 
and price changes and social accounting. 


MEHTA, J. K., RUDRA, S. K., THOMPSON, C. D.: Fundamentals of 
Economics. (Pothishala Ltd., Allahabad, India, 1951.) Rs. 12/8/-. 
To be reviewed. 


MEHTA, M. M.: Combination Movement in Indian Industry. (Friends’ 

Book Depot, Allahabad, India, 1952.) Cloth Rs. 4/8, Ordinary Rs. 3/8. 

This study presents the results of an enquiry into the concentration 

of ownership control and management in the Indian industries. It is 

a factual and statistical work and was designed as part of a larger 

enquiry into the changing structure of Indian industries which the 
author hopes to complete at a later date. 


MILBANK MEMORIAL FUND: Approaches to Problems of High Fer- 
tility in Agrarian Societies. (Milbank Memorial Fund, New York, 
1952.) $1.00. 

A series of papers by different authors. The author of the first 
paper provides the necessary background by discussing the existence 
and implications of the gap between birth and death rates that follows 
modernization. The remainder of the papers can be classified under 
three separate headings: cultural basis of agrarian fertility patterns, 
means of fertility control and implications for research and policy. 
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MOHNOT, SOHAN RAJ: Indian Economic Policy. (Friends’ Book Depot, 
Allahabad, India, 1952.) Rs. 6 or 10s. 
To be reviewed. 


MOORE, W. E.: Industrialization and Labor. (Oxford University Press, 
1951.) 52/6 A. 
To be reviewed. 


MORGAN, E. V.: Studies in British Financial Policy, 1914-1925. (Mac- 
millan & Co. Ltd., London, 1951.) 28/-. 
To be reviewed. 


MOSSE, R.: Les Salaires. (Librairie Marcel Riviere et Cie, Paris, 1952.) 
950 Frs. 
To be reviewed. 


NICHOLLS, W. H.: Price Policies in the Cigarette Industry. (Vanderbilt 
University Press, Tennessee, U.S.A., 1951.) $6.00. 

This is an intensive study of one particular United States industry. 
It is largely concerned with the result of the split-up of the tobacco 
trust in 1911 by the Court following on the anti-trust legislation. 
Despite this division, the major companies that resulted were again 
found in 1946 to constitute an illegal monopoly. This work examines 
the development of the industry during the first half of the present 
century and shows how its price policies have been varied from time 
to time to meet changing circumstances and how developments in the 
direction of monopoly have taken place. 


PLANNING COMMISSION, INDIA INFORMATION SERVICES: 
Bharat Sevak Samaj. (Public Co-operation for National Develop- 
ment.) (India Information Services, 1952.) 

This booklet emphasizes the importance of co-operation for national 
development. It sets out a five-year plan based partly on the co- 
operation of the public and represents an experiment, from which 
the authors hope that important results may follow. 


ROBBINS, L.: The Theory of Economic Policy. (Macmillan & Co. Ltd., 
London, 1952.) 15/- net. 
To be reviewed. 
ROBINSON, JOAN: The Rate of Interest and other Essays. (Macmillan 
& Co. Ltd., London, 1952.) 10/6. 
Reviewed in this issue. 
ROBSON, W. A. (Edr.): Problems of Nationalized Industry. (George 
Allen & Unwin Ltd., London, 1952.) 25/-. 
To be reviewed. 
SCHUMPETER, J. A.: Ten Great Economists. (George Allen & Unwin 
Ltd., London, 1952.) 21/-. 
To be reviewed. 


SCITOVSKY, T.: Welfare and Competition. (George Allen & Unwin 
Ltd., London, 1952.) 25/-. 
To be reviewed. 


SCITOVSKY, T., SHAW, E., TARSHIS, L.: Mobilizing Resources for 
War. (McGraw-Hill Book Co., New York, 1951.) $4.50. 
To be reviewed. 


SMITH, D. T.: Effects of Taxation on Corporate Financial Policy. 
(Harvard Business School, Massachusetts, 1952.) 3.75. 
(Bailey Bros. & Swinfen Ltd., 1952.) 30/-. 
To be reviewed. 


SOUTH AFRICAN INSTITUTE OF INTERNATIONAL AFFAIRS: 


Africa South of the Sahara. (Oxford University Press, 1952.) 45/-A. 
To be reviewed. 





SRAFFA, P. (Edr.): The Works and Correspondence of David Ricardo. 


Vol. V. (Cambridge University Press, 1952.) 24/-. 
To be reviewed. 
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STACKELBERG, H. von: The Theory of the Market Economy. (William 
Hodge & Co. Ltd., London, 1952.) 25/-. 
To be reviewed. 


STARK, W.: Jeremy Bentham’s Economic Writings. (George Allen & 
Unwin Ltd., London, 1952.) 30/-. 
To be reviewed. 


STEINER, H.: Gréssenordnung und horizontale Verflechtung in der 
Eisen— und Stahlindustrie. (Kiel University, 1952.) DM. 17. 

After a discussion of the position of iron and steel industries in 
the countries where these industries have reached their higher develop- 
ment and the extent of post-war investment in these industries, the 
author discusses the horizontal and vertical integration in the coun- 
tries with which he is concerned. 


TAWNEY, R. H.: Equality. (George Allen & Unwin Ltd., London, 1952.) 
15/- 


This new edition constitutes the first revision undertaken since 
1938. Besides corrections, the author has added a new chapter deal- 
ing with developments since that date. He describes the economic 
and social aspects of class distinctions, past attacks on privilege, the 
development of communal services and the explanation of control 
over industry. He concludes by discussing the possibility of diminish- 
ing equality by general consent. The importance of this work is 
beyond question at this date, and it is gratifying to have this new 
edition in which the author has brought his discussion of this im- 
portant topic up to date. 


TINTNER, G.: Econometrics. (John Wiley & Sons, Inc., New York, 
1952.) $5.75. 
To be reviewed. 


UNITED NATIONS: Measures for International Economic Stability. 
(United Nations, 1952.) 3/-. 40 cents. 
To be reviewed. 


UNITED NATIONS: Population Bulletin, No. 1—December 1951. 
(United Nations, U.S.A., 1952.) 4/6 stg. 
This is the first issue of a publication which is to appear from 
time to time. It will deal with the growth of population and various 
other population problems. 


UNITED NATIONS: Economic Survey of Europe in 1951. (Department 
of Economic Affairs, United Nations, U.S.A., 1952.) 11/- stg. 

This is the fifth annual survey of the European economy by the 
secretariat of the Economic Commission for Europe. It contains a 
full range of statistics and analysis of the economic developments of 
the past year in regard to production, trade, etc. It also deals fully 
with the external payments crises of the United Kingdom and other 
countries and discusses the reappearance of what has come to be 
known as the dollar gap. This very valuable production also includes 
an important chapter dealing with the long term problems of the 
European Coal Industry. 


UNITED NATIONS: World Economic Report, 1950-51. (United Nations, 


U.S.A., 1952.) $1.50. 11/- stg. 6.00 Sw. Frs. 
To be reviewed. 


UNITED NATIONS: Summary of Recent Economic Developments in 
Africa. (United Nations, U.S.A., 1952.) $0.50. 3/9 stg. 2.00 Sw. Frs. 
To be reviewed. 


UNITED NATIONS: Summary of Recent Economic Developments in 
the Middle East. (United Nations, U.S.A., 1952.) $1.00. 17/6 stg. 
4.00 Sw. Frs. 

To be reviewed. 


UNITED NATIONS: Recent Changes in Production. (United Nations, 
U.S.A., 1952.) $1.00. 7/6 stg. 4.00 Sw. Frs. 
To be reviewed. 
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VINER, J.: International Economics. (George Allen & Unwin Ltd., Lon- 
don, 1952.) 40/-. 


To be reviewed. 


WEILER, E. T.: The Economic System. (The Macmillan Co., New York, 
1952.) $5.75. 


To be reviewed. 


Weltwirtschaft 1952, Die, Heft 1. (Kiel University, 1952.) DM. 10. 
further review by the Kiel Institute of developments in the 
world, carrying on the work of the preceding half-year’s volume. 
WICKIZER, V. D.: Coffee, Tea and Cocoa. (Food Research Institute of 


Stanford University, U.S.A., 1952.) 52/6A. 
To be reviewed. 
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